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EDITOK’S  PKEFxVCE 


In  the  autuniii  of  1914,  wlien  the  scientific  study  of  the  effects  of 
war  upon  modern  life  passed  suddenly  from  theory  to  history,  the 
Division  of  Economics  and  History  of  the  Carnegie  Endowment 
for  International  Peace  proposed  to  adjust  the  program  of  its  re- 
searches to  the  new  and  altered  problems  which  the  War  presented. 
The  existing  program,  which  had  been  prepared  as  the  result  of  a 
conference  of  economists  held  at  Berne  in  1911,  and  which  dealt 
with  the  facts  then  at  hand,  had  just  begun  to  show  the  quality  of 
its  contributions;  but  for  many  reasons  it  could  no  longer  be  fol- 
lowed out.  A ])lan  was  therefore  drawn  up  at  the  request  of  the 
Director  of  the  Division,  in  which  it  Avas  proposed,  by  means  of  an 
historical  survey,  to  attempt  to  measure  the  economic  cost  of  the 
ar  and  the  displacement  which  it  was  causing  in  the  processes  of 
civilization.  Such  an  “Economic  and  Social  History  of  the  World 
W ar,”  it  was  felt,  if  undertaken  by  men  of  judicial  temper  and  ade- 
quate training,  might  ultimately,  by  reason  of  its  scientific  obliga- 
tions to  truth,  furni.sh  data  for  the  forming  of  sound  public  opinion, 
and  thus  contribute  fundamentally  toward  the  aims  of  an  institution 
dedicated  to  the  cause  of  international  peace. 

The  need  for  such  an  analysis,  conceived  and  executed  in  the 
spirit  of  historical  research,  was  increasingly  obvious  as  the  War 
develo])ed,  releasing  complex  forces  of  national  life  not  oidy  for  the 
vast  process  of  destruction,  but  also  for  the  stimulation  of  new 
ca})acities  for  ])roduction.  This  new  economic  activity,  which  under 
normal  conditions  of  peace  might  have  been  a gain  to  society,  and 
the  surprising  ca])acity  exhibited  by  the  belligerent  nations  for 
enduring  long  and  increasing  loss — often  while  presenting  the  out- 
ward semblance  of  new  ])rosperity^ — made  necessary  a reconsidera- 
tion of  the  whole  field  of  Avar  economics.  A double  obliffation  Avas 
therefore  ])laced  upon  the  Division  of  Economics  and  History.  It 
Avas  obliged  to  concentrate  its  Avork  upon  the  ])roblem  thus  pre- 
sented, and  to  study  it  as  a Avhole ; in  other  Avords,  to  apply  to  it  the 
tests  and  disciplines  of  history.  Just  as  the  War  itself  Avas  a single 
event,  though  penetrating  by  seemingly  unconnected  Avays  to  the 
remotest  parts  of  the  Avorld,  so  the  analysis  of  it  must  he  developed 
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according  to  a plan  at  once  all  embracing  and  yet  adjustable  to  the 
practical  limits  of  the  available  data. 

During  the  actual  progress  of  the  War,  however,  the  execution  of 
this  plan  for  a scientific  and  objective  study  of  war  economics 
proved  impossible  in  any  large  and  authoritative  way.  Incidental 
studies  and  surve3’s  of  portions  of  the  field  could  be  made  and  were 
made  under  the  direction  of  the  Division,  but  it  was  impossible  to 
undertake  a general  history  for  obvious  reasons.  In  the  first  place, 
an  authoritative  statement  of  the  resources  of  bellifferents  bore  di- 

O 

rectly  on  the  conduct  of  armies  in  the  field.  The  result  was  to  remove 
as  far  as  possible  from  scrutiny  those  data  of  the  economic  hfe  of 
the  countries  at  war  which  would  ordinarily,  in  time  of  peace,  be 
readily  available  for  investigation.  In  addition  to  this  difficulty  of 
consulting  documents,  collaborators  competent  to  deal  with  them 
were  for  the  most  part  called  into  national  service  in  the  belligerent 
countries  and  so  were  unavailable  for  research.  The  plan  for  a war 
history  was  therefore  postponed  until  conditions  should  arise  which 
would  make  possible  not  onl}'  access  to  essential  documents,  but  also 
the  cooperation  of  economists,  historians,  and  men  of  affairs  in  the 
nations,  chiefly  concerned,  whose  joint  work  would  not  be  misunder- 
stood either  in  purpose  or  in  content. 

Upon  the  termination  of  the  War,  the  Endowment  once  more  took 
up  the  original  plan,  and  it  was  found  with  but  slight  modification 
to  be  ajiplicable  to  the  situation.  Work  was  begun  in  the  summer  and 
autumn  of  1918.  In  the  first  place  a final  conference  of  the  Advisory 
Hoard  of  Economists  of  the  Division  of  Economics  and  History  was 
held  in  Paris,  which  limited  itself  to  planning  a series  of  short  pre- 
liminary survey's  of  s])ecial  fields.  Since,  however,  the  purely  pre- 
liminary character  of  such  studies  was  further  emphasized  by  the 
fact  that  they  were  directed  more  especially  toward  those  problems 
which  were  then  fronting  Europe  as  questions  of  urgency,  it  was 
considered  best  not  to  treat  them  as  ]iart  of  the  general  survey,  but 
ratlier  as  of  contemporary  value  in  the  period  of  war  settlement.  It 
was  clear  that  not  only  could  no  general  ^irogram  be  laid  down  a 
])rwri  by  this  conference  as  a whole,  but  that  a new  and  more  highly 
s]iecializcd  research  organization  than  that  already  existing  would 
be  needed  to  undertake  the  Economic  and  Social  History  of  the 
World  War,  one  based  more  iqion  national  grounds  in  the  first  in- 
stance, and  less  upon  ]nirely  international  cooperation.  Ihitil  the 
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facts  of  national  history  could  be  ascertained,  it  would  be  impossible 
to  proceed  with  comparative  analysis ; and  the  different  national  his- 
tories were  themselves  of  almost  baffling  intricacy  and  variety.  Con- 
se(juently  the  former  European  Committee  of  Research  was  dis- 
solved, and  in  its  place  it  was  decided  to  erect  an  Editorial  Board 
in  each  of  the  larger  countries  and  to  nominate  special  editors  in 
tlie  smaller  ones,  who  should  concentrate,  for  the  present  at  least, 
uj)on  their  own  economic  and  social  war  history. 

The  nomination  of  these  boards  by  the  General  Editor  was  the 
first  step  taken  in  every  country  where  the  work  has  begun.  And  if 
any  justification  were  needed  for  the  plan  of  the  Endowment,  it  at 
once  may  be  found  in  the  lists  of  those,  distinguished  in  scholarship 
or  in  public  affairs,  who  have  accepted  the  responsibility  of  editor- 
ship. Tliis  res})onsibility  is  by  no  means  light,  involving  as  it  does 
the  adaptation  of  the  general  editorial  plan  to  the  varying  demands 
of  national  circumstances  or  methods  of  work ; and  the  measure  of 
success  attained  is  due  to  the  generous  and  earnest  cooperation  of 
those  in  charge  in  each  country. 

Once  the  editorial  organization  was  established,  there  could  be 
little  doubt  as  to  the  first  step  which  should  be  taken  in  each  instance 
toward  the  actual  preparation  of  the  history.  Without  documents 
there  can  be  no  history.  The  essential  records  of  the  War,  local  as 
well  as  central,  have  therefore  to  be  preserved  and  to  be  made  avail- 
al)le  for  research  in  so  far  as  is  compatible  with  public  interest.  But 
this  archival  task  is  a very  great  one,  belonging  of  right  to  the  Gov- 
ernments and  other  owners  of  historical  sources  and  not  to  the  his- 
torian or  economist  who  proposes  to  use  them.  It  is  an  obligation  of 
ownership ; for  all  such  documents  are  public  trust.  The  collabora- 
tors on  this  section  of  the  war  history,  therefore,  working  within 
their  own  field  as  researchers,  could  only  survey  the  situation  as  tliey 
found  it  and  report  their  findings  in  tlie  forms  of  guides  or  manuals ; 
and  perha])s,  by  stimulating  a comparison  of  methods,  help  to  fur- 
ther the  adoption  of  those  found  to  be  most  practical.  In  every  coun- 
tr}',  therefore,  this  was  the  point  of  departure  for  actual  work ; al- 
though special  monographs  have  not  Ijeen  written  in  every  instance. 

The  first  stage  of  the  work  upon  the  War  History,  dealing  with 
little  more  than  the  externals  of  archives,  seemed  for  a while  to 
exhaust  the  possibilities  of  research,  and  had  the  plan  of  the  history 
been  limited  to  research  based  upon  official  documents,  little  more 
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could  liave  been  done,  for  once  documents  have  been  labeled  “secret” 
few  government  officials  can  be  found  with  sufficient  courage  or  ini- 
tiative to  break  open  the  seal.  Thus  vast  masses  of  source  material 
essential  for  the  historian  were  effectively  ])laced  beyond  bis  reach, 
although  much  of  it  was  quite  harmless  from  an}"  point  of  view. 
\Yliile  war  conditions  thus  continued  to  hamper  research,  and  were 
likely  to  do  so  for  many  years  to  come,  some  alternative  had  to  be 
found. 

Fortunately  such  an  alternative  was  at  hand  in  the  narrative, 
amply  suj)ported  by  documentary  evidence,  of  those  who  had  played 
some  part  in  the  conduct  of  affairs  during  the  War,  or  who,  as  close 
observers  in  privileged  positions,  were  able  to  record  from  first-  or 
at  least  secondband  knowledge  the  economic  history  of  different 
phases  of  the  Great  War,  and  of  its  effect  upon  societv.  Thus  a 
series  of  monogra])hs  was  planned  consisting  for  the  most  part  of 
unofficial  yet  authoritative  statements,  descriptive  or  historical, 
which  may  best  be  described  as  about  halfway  between  memoirs  and 
bluebooks.  These  monographs  make  up  the  main  body  of  the  work 
assigned  so  far.  They  are  not  limited  to  contemporary  war-time 
studies;  for  the  economic  history  of  the  War  must  deal  with  a longer 
period  than  that  of  the  actual  fighting.  It  must  cover  the  years  of 
“deflation”  as  well,  at  least  sufficiently  to  secure  some  fairer  measure 
of  the  economic  displacement  than  is  possible  in  purely  contempo- 
rary judgments. 

With  this  phase  of  the  work,  the  editorial  problems  assumed  a new 
as])ect.  The  series  of  monogra])hs  had  to  be  planned  primarily  with 
regard  to  the  availabilitv  of  contributors,  rather  than  of  source 
material  as  in  the  case  of  most  histories ; for  the  contributors  them- 
selves controlled  the  sources.  This  in  turn  involved  a new  attitude 
toward  those  two  ideals  which  historians  have  sought  to  emphasize, 
consistency  and  objectivity.  In  order  to  bring  out  the  chief  contri- 
bution of  each  Avriter  it  was  impossible  to  kee]A  within  narrowly  logi- 
cal outlines;  facts  would  have  to  be  re])eated  in  different  settings 
and  seen  from  different  angles,  and  sections  included  which  do  not 
lie  within  the  strict  limits  of  historv ; and  absolute  objectivity  could 
not  be  obtained  in  every  ]>art.  Ihuler  the  sti'ess  of  controversy  or 
a])ology,  ]Aartial  views  would  here  and  there  find  their  expression. 
Rut  these  A'icws  arc  in  some  instances  an  intrinsic  part  of  the  history 
itself,  contem])orary  measurements  of  facts  as  significant  as  the 
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facts  with  which  they  deal.  Moreover,  the  work  as  a whole  is  planned 
to  furnish  its  own  corrective;  and  where  it  does  not,  others  will. 

In  addition  to  the  monographic  treatment  of  source  material,  a 
number  of  studies  by  specialists  are  already  in  preparation,  dealing 
with  technical  or  limited  subjects,  historical  or  statistical.  These 
monographs  also  partake  to  some  extent  of  the  nature  of  first-hand 
material,  registering  as  they  do  the  data  of  history  close  enough  to 
the  source  to  permit  verification  in  ways  impossible  later.  Rut  they 
also  belong  to  that  constructive  process  by  which  liistor}'  passes 
from  analysis  to  synthesis.  The  process  is  a long  and  difficult  one, 
however,  and  work  upon  it  has  only  just  begun.  To  quote  an  a})t 
characterization ; in  the  first  stages  of  a history  like  this,  one  is  only 
“j)icking  cotton.”  The  tangled  threads  of  events  have  still  to  be 
woven  into  the  pattern  of  history;  and  for  this  creative  and  con- 
structive work  different  plans  and  organizations  may  be  needed. 

In  a work  which  is  the  product  of  so  conq)lex  and  varied  coopera- 
tion as  this,  it  is  impossible  to  indicate  in  any  but  a most  general 
way  the  apportionment  of  responsibility  of  editors  and  authors  for 
the  contents  of  the  different  monographs.  F'or  the  plan  of  the  His- 
tory as  a whole  and  its  effective  execution  the  General  Editor  is 
responsible ; but  the  arrangement  of  the  detailed  programs  of  study 
has  been  largely  the  work  of  the  different  Editorial  Boards  and 
divisional  Fklitors,  who  have  also  read  the  manuscri})ts  prepared 
under  their  direction.  The  acceptance  of  a monograph  in  this  series, 
however,  does  not  commit  the  editors  to  the  opinions  or  conclusions 
of  the  authors.  lyike  other  editors,  they  are  asked  to  vouch  for  the 
scientific  merit,  the  appropriateness  and  usefulness  of  the  volumes 
admitted  to  the  series;  but  the  authors  are  naturally  free  to  make 
their  individual  contributions  in  their  own  way.  In  like  manner  the 
publication  of  the  monographs  does  not  commit  the  Endowment  to 
agreement  with  any  S})ecific  conclusions  which  may  be  expressed 
therein.  The  responsibility  of  the  Thidowment  is  to  Flistory  itself — 
an  obligation  not  to  avoid  but  to  secure  and  preserve  variant  narra- 
tives and  points  of  view,  in  so  far  as  they  are  essential  for  the  under- 
standing of  the  War  as  a whole. 

^ ^ ^ ^ 

d’his  volume  covers  a field  of  special  interest.  It  deals  for  the  most 
part  with  the  history  of  the  nations  of  Northern  Europe  which  main- 
tained their  neutrality  throughout  the  whole  of  the  World  War,  in 
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sj^ite,  or  perhaps  in  part  because,  of  the  fact  that  their  geographical 
situation  placed  them  between  the  great  belligerents.  From  the 
standpoint  of  the  nations  at  war,  they  formed  a sort  of  political  No 
Man’s  Land  into  which  neither  belligerent  could  advance  beyond  a 
certain  distance.  Rut  while  the  war-time  position  of  these  neutral 
states  was  precarious  and  the  maintenance  of  their  rights  difficult 
and  sometimes  even  impossible,  nevertheless  the  fact  that  they  re- 
mained at  ]jeace  saved  them  from  the  direct  waste  of  war,  in  that 
the}f  did  not  themselves  destroy  the  production  which  they  placed  at 
the  disposal  of  the  belligerents.  With  a stimulus  to  production 
heightened  by  the  competition  of  their  belligerent  neighbors  bid- 
ding against  each  other  in  their  markets,  and  with  the  belligerents 
assuming  much  of  the  insurance  risk  against  destruction  by  their 
warring  competitors,  it  might  seem  as  though  these  neutral  states 
would  have  only  prosperity  to  record  as  the  effect  of  the  War  upon 
their  economic  life.  The  studies  gathered  together  in  this  volume 
show  how  far  removed  from  reality  is  such  a theory  of  prosperity  of 
neutrals  in  the  event  of  a war  among  the  Great  Powers.  Whatever 
may  have  been  the  case  in  the  past  when  the  economy  of  nations  was 
more  self-contained,  the  interdependence  of  national  business  and 
trade  bas  grown  to  such  an  extent  that  the  industry  of  war,  for  war 
is  also  an  industry,  is  equally  dependent  upon  other  nations  than 
those  actually  engaged  in  it  for  the  raw  materials,  finances,  or  sup- 
])lies  needed  for  the  belligerents.  IMoreover,  so  insistent  is  the  demand 
of  the  belligerent  for  the  supplies  upon  which  the  issues  of  peace  or 
victory  dc])end  that  the  neutral  which  supplies  the  materials  can 
hardly  hojie  to  esca])e  a far-reaching  disarrangement  of  its  economic 
structure.  The  result  of  this  is  that  when  the  crisis  is  over  and  the 
war  is  ended,  the  neutral  finds  itself  faced  with  liquidation  by  the 
sudden  collapse  of  its  delusive  war-time  markets.  Any  measurement 
of  the  displacement  of  war  which  fails  to  take  into  account  this  his- 
tory of  the  analysis  and  especially  of  the  adjustments  of  the  post- 
war jieriod  would  be  partial  and  incomplete. 

'J'hc  delusive  nature  of  mere  war-time  balance  of  trade  is  perhaps 
more  clearly  evident  in  these  studies  of  the  European  neutrals  than 
in  any  other  part  of  the  economic  history  of  the  War.  Although 
there  is  here  and  there  some  residuum  of  profit,  the  whole  transac- 
tion, measured  in  terms  of  a general  balance  sheet,  furnishes  a sur- 
prising verification  of  the  general  ])rinciple  that  underlay  the  phi- 
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losophy  of  Adam  Smith,  namely,  that  the  prosperity  and  wealth  of 
any  one  nation  in  the  industrially  developed  woi,-ld  depends  upon  the 
pros})erity  and  wealth  of  others  which  are  its  neighbors  or  its  cus- 
tomers. Compared  with  the  belligerent  nations,  the  neutrals  were 
indeed  fortunate;  and  their  comparatively  richer  estate  has  led  some 
superficial  observers  to  the  conclusion  that  the  misfortune  of  others 
was  a source  of  profit  to  them.  But  it  is  obvious  that  this  line  of 
comparison  is  utterly  misleading.  The  degree  of  their  prosperity 
should  be  measured  in  terms  of  their  own  peace-time  economic  his- 
tory and  with  its  possibilities  and  its  implications.  In  other  words, 
the  economic  history  of  the  }>eriod  of  the  War  must  be  studied  in  the 
neutral  countries  in  the  same  way  and  by  substantially  the  same 
methods  as  in  the  case  of  the  belligerent  nations.  This  has  been  done 
in  the  2)resent  volume. 

Tor  the  thoughtful  reader,  therefore,  this  is  much  more  than  a 
chapter  of  the  history  of  the  northern  nations  of  Europe.  It  is  a 
demonstration  of  the  narrowing  field  of  neutrality  when  measured 
in  terms  of  real  national  interests.  The  fact  that  the  three  countries 
which  it  covers  have  different  economic  interests  makes  the  lesson  all 
the  more  convincing;  for  Denmark  is  mainly  agricultural,  Norway 
relies  chiefly  u})on  shipping,  and  the  war-time  industry  of  Sweden 
was  chiefly  concerned  in  the  exploitation  of  its  iron  and  steel.  Lying 
apart  from  these  and  having  an  economy  of  its  own,  Iceland  presents 
a chapter  of  war-time  history  which  suggests  at  once  the  far-reach- 
ing effects  of  the  Continental  struggle.  In  each  case  the  story  is  told 
as  sim])ly  and  as  directly  as  possible,  and  the  reader  is  often  hardly 
aware  of  the  intricacy  of  the  underlying  pattern  as  he  follows  the 
compressed  but  open  narrative  of  the  following  pages. 

The  original  texts  of  the  monographs  published  in  Swedish,  Nor- 
wegian, and  Danish  are  considerably  longer  than  the  texts  which 
follow.  They  form  four  volumes  in  the  Scandinavian  Series.  It  goes 
without  saying  that  the  processes  of  abridgment  have  considerably 
lessened  the  volume  of  available  information  to  be  found  in  the  origi- 
nals. As  these  works  are  listed  in  an  appendix  of  this  volume,  how- 
ever, readers  wishing  to  go  more  deeply  into  Scandinavian  develop- 
ments during  these  checkered  years  may  refer  to  them.  This  applies 
es])ecially  to  the  more  voluminous  ])rimary  sources,  statistical  tables 
and  documents,  which  have  had  to  be  omitted  for  the  most  part  from 
the  ])resent  volume. 
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The  task  of  reshaping  tlie  original  monographs  and  of  present- 
ing a text  for  the  American  reader  has  been  unusually  difficult,  and 
has  only  been  rendered  possible  by  the  cooperation  of  the  authors 
Avho  have  in  some  cases  largely  rewritten  their  original  monographs 
so  as  to  bring  out  those  points  Avhich  are  of  major  interest  to  the 
English-speaking  reader.  Appreciation  of  their  contribution,  both 
in  the  original  research  and  in  its  English  adaptation,  Avill  not  be 
lacking  upon  the  part  of  thoughtful  students  of  these  fundamental 
problems.  An  especially  difficult  editorial  problem  confronted  Pro- 
fessor Eli  F.  rieckscher,  the  editor  of  the  Swedish  monographs, 
through  Avhose  effective  and  scholarly  cooperation  the  Swedish  vol- 
ume was  made  ])ossible.  It  is  doubtful  if  there  would  have  been  any 
Scandinavian  Series  at  all,  had  it  not  been  for  the  initiative  and  the 
continued  interest  of  Professor  Harald  Westergaard  of  Copen- 
liagen,  who  has  been  a member  of  the  research  organization  of  the 
Carnegie  Endowment  from  its  beginning  in  1911,  and  whose  loyal 
service  to  the  cause  of  international  understanding  throughout  these 
years  has  been  most  effective  by  reason  of  his  undeyiating  insistence 
upon  the  a])])lication  of  the  scientific  method  and  the  ultimate  yin- 
dication  of  truth  in  its  own  name. 
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PAKT  1.  GEXEIUVL  SUKVEY 


CIIAPTER  I 
INTRODUCTION 

Thk  abridgment  necessary  in  order  to  bring  within  the  covers  of 
a single  volume  the  economic  and  social  history  of  all  the  Scandi- 
navian countries  during  and  after  the  World  War  has  been  executed 
a little  differently  for  each  of  them,  partly  owing  to  differences  in 
the  original  treatment.  The  two  volumes  on  Sweden,  in  their  original 
fonn,  were  the  work  of  eight  different  authors ; and  to  present 
all  these  contributions  within  the  present  volume  would  have 
changed  them  into  a series  of  rather  unappetizing  skeletons,  which 
would  have  been  es])ecially  unwelcome  on  account  of  almost  identical 
subjects  having  been  treated,  and  treated  with  greater  complete- 
ness, in  the  volumes  of  the  Economic  and  Social  History  of  the 
W or  Id  W ar  devoted  to  other  countries.  Another  line  has,  therefore, 
here  been  followed.  Three  parts  out  of  six  have  been  preserved,  more 
or  less  completely,  because  they  are  believed  to  contribute  to  ])rob- 
lems  of  more  than  local  or  national  interest:  a general  survev;  a 
study  of  the  commercial  policy  of  Sweden,  which  was  unlike  that  of 
other  neutral  countries  in  important  respects ; and  an  investigation 
of  Swedish  monetary  history,  intended  as  a contribution  to  an  inter- 
national discussion,  and  a criticism  of  theories  put  forward  on  the 
basis  of  assumed  Swedish  experiences.  The  remaining  three — on  food 
supply,  industrial  policy,  and  social  policy — have  had,  reluctantly, 
to  be  left  out  of  the  present  translation  scries  altogether,  important 
as  they  are  with  regard  to  the  inner  working  of  Swedish  economic 
and  social  life.  A few  significant  facts  from  them  have,  however,  been 
embodied  in  the  })resent  part.' 

' Reference  may  be  made  to  an  earlier  hook,  by  the  present  writer,  J'iirlds- 
kr'igets  ekonomi,  en  studie  over  miiidens  naringsliv  under  krigets  inverkan 
(Economies  of  tlie  W'orld  War,  a Study  of  Present-Day  Economics  under  the 
Influence  of  War),  1915;  the  points  of  view  contained  in  it  have  been 
followed  uj)  i)articularly  in  the  fourth  part  of  the  Report  of  the  Royal 
Commission  on  Economic  Preparedness  in  Time  of  War  (1918).  The  later 
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Commercial  Policy. 

Tlie  background  of  the  economic  and  social  history  of  Sweden  in 
war-time  is  furnished  by  her  ])olicy  of  neutrality,  which  is  treated  in 
the  next  part  of  the  present  work.  The  first  war-time  government  of 
Sweden,  tiiat  of  Governor  Hammarskjold,  made  adherence  to  pre- 
war international  law  the  loadstar  of  its  actions ; and  as  inter- 
national law  in  war  almost  invariably  leads  to  the  sharpest  conflicts 
with  that  party  which  is  the  ruler  of  the  seas,  the  consequence  was, 
first,  a curtailment  of  our  imports,  which  are  principally  carried 
over  the  North  Sea;  but,  beyond  this,  it  resulted  in  a specific  rise  in 
our  price  level,  for  reasons  given  in  Part  III.  The  Government  of 
Professor  Eden,  which  came  into  power  in  the  autumn  of  1917, 
showed  a more  accommodating  attitude  to  the  claims  of  the  Allied 
and  Associated  Powers  with  regard  to  commercial  and  navigation 
})olicy.  This  was,  in  part,  the  result  of  a change  in  principle  in  view 
of  the  realities  of  war;  but  it  was  also  connected  with  the  entrance 
of  tlie  United  States  into  the  War  (through  which  one  of  the  corner 
stones  of  the  earlier  policy  disappeared),  and  with  the  increasing 
scarcity  of  goods,  particularly  of  food  within  the  country.  This 
change  in  attitude  took  so  long,  however,  that  the  results  did  not 
appear  until  the  second  half  of  1918,  shortly  before  the  armistice, 
so  that  the  consequences  of  the  earlier  policy  lasted,  broadly  speak- 
ing, throughout  the  actual  war  period. 

An  equitable  judgment  on  this  fundamental  problem  of  our  war- 
time history  is,  almost  certainly,  still  impossible;  for  at  least  one 
])rcmise  still  belongs  to  the  future.  A comparison  with  our  neighbor- 
ing countries,  Denmark  and  Norway,  also  dealt  with  in  this  volume, 
now  makes  it  decidedly  j)robable,  it  is  true,  that  a less  strictly  legal 
attitude  would  have  resulted  in  more  ample  access  to  goods,  and, 
consequently,  an  incomparably  greater  ease  of  life  than  that  which 
])revailed.  It  must  be  added,  however,  that  the  sufferings  of  the 
Swedish  })eople  have  hardly  shown  any  abiding  effects. - 

If  a great  object  is  held  to  justify  sacrifices,  the  deciding  question 

(lovelo])meiits  of  the  War,  and  after-war  oceurrenees,  do  not  appear  to  have 
made  essential  elianges  in  the  eonelnsions  of  the  book,  witli  one  very  impor- 
tant exeej)tion,  i.e.,  the  ability  of  belligerents  to  paralyze  the  world’s  trade. 
In  j)artieular,  price  policy  and  rationing  (Chap.  VII I)  are  taken  up  in  the 
])resent  Survey. 

^ .See  p.  8. 
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will  then  he,  whether  a strict  adherence  to  a policy  of  neutrality 
really  was  such  a great  object;  but  it  is  exactly  this  question  which 
cannot  be  answered  at  the  present  moment.  For  the  creation  of  the 
League  of  Nations  has  undeniably  greatly  diminished  the  impor- 
tance and  extent  of  a full  neutrality ; and  the  deciding  factor  will 
consequently  be  how  far  the  new  international  order  can  be  ex- 
pected to  be  a substitute  for  the  old  neutrality,  or  if  principles  of 
neutrality  will  have  to  be  restored  in  the  near  future.  INIost  people, 
though  far  from  all,  will  probably  regard  the  former  alternative  as 
the  more  probable  one;  and  if  this  opinion  represents  the  truth, 
Swedish  sacrifices  for  neutrality  have  not  so  far  borne  much  fruit. 
I'iven  from  the  most  unfavorable  standpoint  there  remains,  how- 
ever, one  gain  from  our  policy  of  neutrality;  for  through  it  Sweden 
has  gained  that  reputation  in  the  world  which  almost  invariably,  in 
the  long  run,  is  won  by  a courageous  adherence  to  principles  in  the 
teeth  of  hard  pressure  and  great  privations.  In  this  respect  our  neu- 
trality policy  appears  to  have  combined  with  other  features  of  Swed- 
ish polic}’  during  and  after  the  War,  as  widely  apart  as  Sweden’s 
care  for  the  victims  of  the  War,  on  the  one  hand,  and  on  the  other 
her  successful  return  to  the  Gold  Standard  before  any  other  Furo- 
j)ean  country,  especially  before  that  earlier  pioneer  of  sound  mone- 
tary policy,  Rritain. 


Embargoes. 

.\11  this,  however,  is  only  the  background  to  the  economic  and  so- 
cial side  of  our  history  during  this  period,  and  is  here  touched  upon 
princi})ally  from  that  point  of  view.  For  our  policy  of  neutrality 
gave  Sweden  a place  by  herself  among  neutral  countries  in  the  eco- 
nomic field,  with  the  possible  exception  of  Switzerland.  Our  country 
became  subject  to  an  embargo  upon  exports  which  brought  our  eco- 
nomic position  into  a likeness  to  that  country  which  was  under  block- 
ade more  completely  than  any  other,  Germany,  though  it  must,  at 
the  same  time,  be  added  that  anything  comparable  to  German  con- 
ditions never  occurred,  and  our  sufferings  disappeared  long  before 
those  of  Germany.  The  accompanying  diagram  (Diagram  I)  tells 
the  most  inq)ortant  part  of  the  tale.® 

It  aj)[)cars  to  have  been  almost  unexampled  in  the  history  of  war 

® From  Part  II  of  the  Swedisli  edition  (by  Mr.  C.  Mannerfelt). 
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Diagram  I 

Imports  of  foodstuffs  before  and  during  the  War  (in  tons). 


tliat  an  altogether  neutral  country  should  have  been  subjected  to 
so  drastic  an  embargo ; and  this  it  is  which  gives  the  fate  of  Sweden 
during  that  time  a place  by  itself.  '’J'his  was  not  altogether  a neces- 
sar}'  consequence  of  Sweden’s  policy  of  neutrality,  or  even  of  the 
])ressure  brought  to  hear  by  the  belligerents.  A large  part  of  the 
responsibility  falls  upon  Sweden’s  own  rulers,  because  they  allowed 
exports  to  go  on  to  the  extent  they  did,  and  by  that  increased  the 
scarcity  of  goods  and  the  rise  in  prices  more  than  would  otherwise 
have  been  necessary.  That  this  was  not  the  result  of  a pro-German 
bias,  as  was  often  believed  both  within  and  outside  the  country,  will 
a{)[)car  from  the  figures  given  below  (p.  25),  but  does  not  change 
the  result  from  a Swedish  point  of  view.  'I’he  total  value  of  the  Swed- 
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ish  assistance  [)ut — without  compensation — at  the  disposal  of  for- 
eign countries  (the  excess  of  ex])orts  and  freights),  has  been  com- 
puted in  I’art  111  to  he  no  less  than  kr.  2,250,000,000  ($600,000,- 
000)  for  the  years  1914-1918;  to  which  will  have  to  he  added  inter- 
est, and  also  an  unknown  amount  for  various  other  services. 

It  is  im])ossil)le,  it  is  true,  to  measure  the  total  decrease  of  goods 
available  within  the  country  which  resulted  from  these  factors;  the 
indications  given  in  Part  III  for  the  years  1916-1918  are  neces- 
sarily n very  rough  approximation  for  the  purposes  of  gauging 
monetary  conditions,  and  will  not  be  repeated  here.  It  is  of  greater 
interest  to  give  here  the  decrease  in  that  held  where  it  made  itself 
incom)>arably  most  strongly  felt,  i.e.,  food  su])})ly  (})rincipally  cere- 
als), and  compare  the  situation,  at  its  worst,  with  the  scarcity  of 
cereals  in  hlngland  toward  the  end  of  the  Na])oleonic  wars,  which 
was  at  that  time  considered  very  serious.  The  decrease  of  sup})lies 
then,  has,  in  an  earlier  book  by  the  present  writer,  been  computed 
at  from  12  to  16  per  cent  of  the  normal  consumption  during  the 
year  of  greatest  scarcity,  1810. 

Against  this,  Sweden  in  the  harvest  year  of  1917-1918,  when  the 
country  was  most  hard  hit,  showed  a decrease  in  wheat  and  rye  avail- 
able within  the  country  of  from  183  kilograms  per  head,  as  an  aver- 
age for  the  four  last  pre-war  3’ears — 1910-1911  to  1913-1914 — to 
83.4  kilograms,  that  is,  a decrease  of  no  less  than  551/h  per  cent,  or 
considerably  more  than  half.  Even  if  it  be  assumed  that  the  harvest 
returns  for  the  later  years  of  the  War  were  intentionally  more 
largely  underestimated  than  was  the  case  before  the  AVar,  which  ap- 
pears ])robab!e,  an  enormous  decrease  still  remains.® 

There  consecjuently  arose  a scarcity  of  food  which  was  greater 
than  most  }>eo])le  would  beforehand  have  believed  it  to  be  possible 
to  endure;  and,  for  the  first  time  in  two  generations,  a great  part 
of  the  population  of  Sweden  was  made  to  feel  what  it  meant  not  to 
be  able  to  ])rocure  sufficient  food;  from  this  it  also  followed  that 

■'  The  Continental  System,  an  Economic  Interpretation  (Publications  of 
the  Carnegie  Endowment,  Oxford,  1922,  p.  337). 

® Even  if  half  tlie  stated  decrease  in  tlie  liarvest  were  to  be  ascribed  to  too 
low  statements— an  improbable  assnmj)tion — a decrease  by  11  per  cent 
would  remain.  It  must  be  added,  however,  that  the  new  importance  of  the 
))otato  since  the  Napoleonic  wars  has  considerably  changed  the  situation  in 
the  last  hundred  years. 
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men’s  thoughts,  during  the  later  years  of  the  War,  revolved  about 
food  in  a way  they  had  not  done  for  years.  There  is  no  denying  that 
pre-war  conditions  were  thereb}’’  brought  out  in  a new  and  more  true 
light;  for  it  now  became  clear  that  the  past,  in  spite  of  all  its  un- 
deniable social  blots,  had  at  least  provided  an  adequate  living,  in  a 
material  sense,  for  almost  all  Swedish  citizens — men,  women,  and 
children. 

It  was  certainly  not  more  than  half  the  population  which  experi- 
enced want  even  during  the  most  severe  years  of  the  War,  it  is  true. 
For  the  agricultural  population  was  mainly  independent  of  the  de- 
crease in  food  supplies.  Those  who  were  independent  of  imported 
supplies  were  computed  at  36  per  cent  of  the  total.  To  add  to  this, 
a great  part  of  the  remaining  population,  outside  the  towns  (11 
per  cent  of  the  total  population),  were  considered  to  be  in  the  same 
situation,  making  47  per  cent  in  all.  Probably  not  a few  more  were 
also  able  to  profit  by  agricultural  production  at  the  cost  of  the 
urban  population.  It  was  the  last-named  group,  the  inhabitants  of 
towns  and  urban  districts,  which  had  to  bear  the  brunt  of  the  battle ; 
and,  in  spite  of  what  was  done  to  help  the  weaker  classes,  there  can 
he  no  doubt  that  want  was  bitterly  felt  toward  the  end  of  the  War. 
It  is  quite  another  question  whether  it  worked  any  real  harm.  Ac- 
cording to  a widespread  o}hnion,  the  ravages  of  the  so-called  Span- 
ish influenza  during  1918  and  the  beginning  of  1919,  which  raised 
the  death  rate  by  more  than  one-third, — from  13.39  per  one  thou- 
sand in  1917,  to  18.01  in  1918, — were  connected  with  a constitu- 
tional weakness  due  to  insufficient  nourishment.  This  is  possible,  but 
does  not  ajjpear  very  })rohal)le,  having  regard  to  the  fact  that  the 
rural  ])opulation  was  almost  as  hard  hit  as  the  urban.  For  the  for- 
mer the  death  rate  increased  in  1917-1918  from  13.82  to  18.43,  and 
in  the  towns  from  12.30  to  16.96. 

To  the  scarcity  of  food  there  was  added  scarcity  in  most  other 
fields,  all  of  it  perha])s  to  a greater  extent  than  anywhere  else  out- 
side the  boundaries  of  the  Central  Powers  and  Russia. 

Monciary  Policy. 

The  burden  upon  Swedish  economic  life  and  the  Swedish  Gov- 
ernment was  made  enormously  more  difficult  by  its  monetary  policy. 

As  was  pointed  out  by  Professor  David  Davidson  time  and  again, 
tlie  natural  course  to  follow  would  have  been  to  allow  the  average 


INTllODUCa'ION 


9 


prices  of  goods  to  rise  in  proportion  to  the  decrease  in  supplies,  i.e., 
to  let  the  total  amount  of  commodities  retain  about  the  same  aggre- 
gate value  in  money,  irrespective  of  the  decrease  in  amount.  This 
would  have  meant  about  the  same  value  in  money  income  for  the 
country  as  a whole,  in  spite  of  a fall  in  real  income,  equivalent  to  the 
decreased  amount  of  goods.  Even  upon  the  most  favorable  supposi- 
tion this  would  at  least  have  meant  that  the  amount  of  money  in 
circulation  would  not  have  had  to  he  increased,  and,  almost  cer- 
tainly, it  would  have  meant  even  a considerable  decrease  in  the  vol- 
ume of  money,  as  the  velocity  of  circulation  of  money  had  grown 
very  considerably  (and  jjrohably  far  more  than  the  velocity  of  cir- 
culation of  goods).  A diminished  amount  of  money  had,  in  other 
words,  the  same  efficiency  as  an  earlier  and  greater  amount, 
d’hrough  a monetary  policy  which  would  have  followed  such  lines, 
the  diminished  supplies  of  goods  would  everywhere  have  created 
that  rise  in  prices  which  we  always,  normally,  expect  to  he  the  con- 
sequence of  a diminished  supply  of  any  particular  commodity ; in- 
dividuals would,  on  an  average,  have  had  an  unchanged  ])urchasing 
power,  as  expressed  in  money,  though  less  would  have  been  had  for 
it  in  goods ; debtors  and  creditors  would,  broadly,  have  been  influ- 
enced alike  by  the  fall  in  the  real  income  of  the  people,  or  in  the  sup- 
ply of  goods.  To  demand  unchanged  prices  of  goods  during  war- 
time destruction  was,  consequently,  untenable ; but  it  was  none  the 
less  infinitely  more  justified  than  its  opposite,  which  resulted  from 
the  policy  of  the  Central  Bank,  i.e.,  the  lliksbank,  and  consisted  in 
an  increase  in  the  volume  of  currency  when  the  amount  of  goods  de- 
creased, and  even  an  increase  at  a much  greater  rate  than  the  de- 
crease in  what  was  to  he  bought  for  the  money.  The  appalling 
developments  which  are  fully  treated  in  Tart  III  were  caused  by 
this  interplay. 

Price  Policy. 

This  being  the  situation,  a correct  price  policy  became  one  of  the 
chief  aims  of  (fovernment  and  Parliament;  but  they  centered  not 
on  the  causes  of  the  price  situation,  hut  exclusively  on  the  results  of 
these  causes,  i.e.,  the  price  situation  itself.  “Dearth”  became  the  one 
word  in  both  private  and  public  complaints.  Using  its  existence  as 
its  {)rincipal  argument,  the  then  Liberal  and  Social  Democratic 
Op})osition  stormed  not  only  against  the  Hammarsk  jold  Govern- 
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ment,  but  also  against  the  commercial  and  foreign  policy  which  was 
its  program.  If  this  program  was  to  he  saved,  the  sting  had  to  he 
taken  out  of  that  rise  in  prices  which  was  the  common  complaint  of 
the  working  population  and  of  all  classes  with  fixed  money  incomes. 

'The  most  remarkable  thing,  and  a thing  already  touched  upon, 
was,  that  two  of  the  principal  causes  were  left  altogether  aside,  or, 
at  least,  were  handled  far  too  gingerly  by  the  Government — the 
deluge  of  currency  and  the  swelling  of  exports.  The  third  principal 
factor,  the  decrease  of  imports,  the  authorities  honestly  tried  to 
counteract,  it  is  true,  so  far  as  was  consonant  with  their  general 
policy  of  neutrality ; hut  this  exception  was  so  formidable  that  the 
year  1917  was  characterized,  at  times,  by  an  almost  complete  em- 
bargo; and  only  tlie  change  in  general  policy  during  the  last  year 
of  the  War  created  a new  situation.  Broadly  speaking,  very  little 
was  consequently  done  to  ])revent  the  rise  in  general  prices.^ 

d'he  innumerable  measures  in  the  field  of  price  regulation,  conse- 
quently, were  directed  against  the  increase  of  particidar  prices,  at 
the  risk  of  a greater  or  smaller  number  of  other  prices  being  raised 
thereby.  There  was  nothing  inherently  irrational  in  that ; for  a 
lowering  of  prices  of  necessaries  could  clearly  make  matters  much 
easier  for  the  masses,  quite  irrespective  of  the  fact  that  prices  rose 
at  the  same  time  for  commodities  which  could  he  dis])ensed  with,  and 
which  were  in  demand  on  tlie  part  of  classes  or  individuals  able  to 
satisfv  a greater  ])art  of  their  wants.  If  it  were  supposed  that  both 

® In  this  jilace  it  is  impossible  to  discuss  the  theoretically  debatable  ques- 
tion, whether  a lowering  of  prices  for  particular  commodities  will  automati- 
callv  create  a corresponding  rise  in  the  prices  of  other  commodities,  and 
consequently  leave  the  level  of  general  j)rices  unchanged;  or  whether,  on  the 
contrary,  tlie  prices  of  other  commodities  will,  on  an  average,  remain  un- 
changed in  tlic  case  of  such  a jiartial  decrease  of  prices,  and  consequently  a 
sinking  of  the  general  jirice  level  will  result  from  such  measures.  If  the 
amount  and  velocity  of  circulation  of  the  currency  remained  unchanged,  the 
first-named  result  would  follow ; for  the  money  left  over  through  the  fall  in 
prices  on  the  first  point  would  then  turn  to  other  commodities  and  create  a 
rise  in  their  })riccs.  Ilut  it  is  jiossihlc,  and  even  jirobable,  that  the  velocity 
of  circulation,  or  efficiency,  of  money  would,  in  fact,  decrease;  and,  if  so,  the 
result  would  he  in  the  opposite  direction,  so  that  a fall  in,  say,  the  jirice  of 
cereals  which  was  secured  through,  e.g.,  rationing,  would  lower  the  general 
j)rice  level,  too.  But  nothing  points  in  the  direction  of  such  a result  having 
been  of  any  importance  worth  considering  during  the  War. 
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tlie  amount  of  different  sorts  of  commodities  and  the  volume  of  cur- 
rency were  broadly  given — which,  as  a matter  of  fact,  largely  con- 
stituted the  premises  of  general  government  policy — the  task  would 
consist  in  such  a rearrangement  of  the  relative  prices  of  commodities 
as  would  he  best  able  to  provide  for  those  hardest  hit. 

As  it  was  one  of  the  premises  of  the  problem  that  suj)ply  should 
broadly  be  regarded  as  ffxed,  there  only  remained  one  way  of  in- 
fluencing prices,  i.e.,  to  limit  demand;  for,  given  the  amount  of  sup- 
ply and  demand,  the  price  will  necessarily  follow. 

No  more  need  he  said  to  show  the  imbecilitv  of  pure  maximum 
])rices,  naked  decrees  to  the  effect  that  prices  above  a certain  amount 
should  he  prohibited  in  an  otherwise  free  market.  Tor  in  so  far  as 
an  equilibrium  of  sup])ly  and  demand  came  into  existence  of  its  own 
accord  at  such  maximum  prices,  the  decree  was  unnecessary ; and, 
in  so  far  as  an  equilibrium  did  not  result,  the  decree  was  impossible 
to  enforce.  The  fundamental  mistake  of  maximum  }>rices  was,  con- 
sequently, by  no  means,  first,  what  was  often  assumed  both  at  that 
time  and  later,  i.e.,  to  injure  producers  and  sellers;  this  might  be 
the  result,  if  j^rices  were  lowered  beyond  a certain  level,  but  need 
by  no  means  be  so.  IMaxiinum  prices  were  often  impossible  even  in 
cases  where  they  gave  producers  all  that  was  needed  to  make  them 
maintain  production;  for  even  upon  this  supposition  those  prices 
might  he  incompatible  with  the  action  of  price  developments.  On  the 
other  hand,  it  is  quite  as  ini{)ossible  to  account  for  pure  maximum 
])rices  on  the  plea  of  the  interests  of  economically  weak  groups ; for 
even  if  such  interests  were  made  the  sole  loadstar,  this  was  no  reason 
for  a measure  which  would  not  attain  its  object.  And  this  was  pre- 
cisely the  result  of  [)ure  maximum  prices. 

'I'liis  ])rincipally  refers  to  ordinances  calling  for  maximum  prices 
in  an  otherwise  altogether  free  market.  In  this  case  no  right  was  be- 
stowed  on  anyone  to  purchase  the  commodity  which  was  sub  ject  to 
the  maximum  price;  it  was  merely  the  duty  of  the  seller  not  to  ex- 
ceed that  ])rice.  If  it  was  put  below  equilibrium  point,  the  conse- 
(pience  was  a demand  which  could  not  be  met  by  the  existing  supply, 
and  the  situation  became  instantly  impossible.  The  natural  result, 
and  probably  the  most  usual,  was  for  the  purchaser  to  break  the 
law.  As  he  willingly  paid  more — often  much  more — than  the  maxi- 
mum ]u-ice,  as  a rule  the  chances  of  the  seller  continuing  to  be  un- 
swervingly law-abiding  at  the  cost  of  his  own  interest  could  not,  to 
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])ut  it  mildly,  be  great.  But  it  was  clearly  possible  and  happened  in 
many  cases.  iMaximum  prices,  however,  did  not  serve  their  purpose 
better  in  that  case.  For  the  fact  remained  that  the  demand  was  too 
great  to  he  met  by  the  supply,  and  the  demand  must,  consequently, 
in  that  case  unfailingly  he  limited  in  another  way  than  through  an 
increase  in  price.  It  might  so  happen  that  the  law-abiding  seller 
favored  his  friends  and  acquaintances,  or  his  old  customers,  so  that 
others  had  to  go  away  empty-handed.  It  might  also  happen  that  the 
seller  became  a purchaser  himself,  so  to  speak,  i.e.,  did  not  offer  the 
commodity  for  sale,  because  it  had  a greater  value  to  himself  as  a 
consumer  than  the  maximum  price  gave  him  in  the  market.  This — 
that  “the  goods  disappeared  from  the  market”  in  consequence  of  a 
maximum  price — was  the  most  common  alternative  to  “clandestine 
trade,”  i.e.,  the  setting  aside  of  the  price  decree.  And  a combination 
of  both  these  methods  was  also  common : the  commodity  was  first 
kept  hack  and  afterward  put  up  for  sale,  in  an  underhand  wav,  at 
a higher  figure  than  the  maximum  price.  Only  one  thing  could  never 
happen,  because  it  was  an  impossibility,  i.e.,  that  the  whole  demand 
for  the  goods  would  he  met,  in  spite  of  a price  so  low  that  it  made 
effective  a demand  greater  than  the  supply. 

There  remained,  however,  a possibility  of  obviating  the  weakness 
in  pure  maximum  prices  which  consisted  in  the  fact  that  no  pur- 
chaser had  a light  to  acquire  the  object  at  the  decreed  price,  and 
this  came  to  light  in  the  case  of  urban  dwellings  and  the  Rent  Regu- 
lation legislation,  studied  in  the  Swedish  edition  of  the  present  work 
by  IMr.  K.  G.  Tham.  Through  this  legislation  a right  was  conferred 
upon  distinct  individuals  to  occupy  dwellings  at  legally  enforced 
rents ; landlords  had  no  more  right  than  anybody  else  to  take  over 
their  houses  in  the  place  of  these  tenants.  IMaximum  rents  became 
through  this  quite  effective,  in  so  far  as  the  tenants  could  h}'  no 
means  he  deprived  of  the  benefit  of  them ; and  they  became  the  un- 
assailable privilege  of  such  people  as  happened  to  he  renting  dwell- 
ings on  IMay  15,  1917.  This  privilege  meant  that  they  had  cheaper 
and,  consequently,  more  extensive  dwellings  than  would  otherwise 
have  been  the  case;  hut  it  could  also  he  used  l)v  them  for  pecuniary 
profit,  through  their  becoming  only  tenants-in-chief,  and  subletting 
or  giving  up  their  aj)artments  for  some  form  of  extra  pa^unent  from 
other  and  non-privileged  persons. 

But  in  whatever  direction  matters  might  otherwise  tend,  the  fun- 
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daineiital  weakness  of  niaxiinuni  prices  would  remain  even  in  this 
case,  because  the  ])rice  was  too  low  to  satisfy  the  whole  demand 
which  existed  at  the  prevailing  supply  and  ])rice.  In  spite  of  the  fact 
that  the  sup]>ly  of  dwellings,  as  compared  to  the  number  of  inhabit- 
ants, e.g.,  in  Stockholm,  had  not  only  not  diminished  but  had  even 
increased,  there  was,  consequently,  a permanent  deficit  of  dwellings, 
which  was  nothing  else  than  an  expression  of  the  fact  that  complete 
demand  could  not  be  met  at  the  stipulated  maximum  rents.  Even  in 
the  most  favorable  case,  rents  for  the  non-privileged  population 
would  have  been  as  high  as  in  the  case  of  a total  absence  of  rent 
regulation.  But  such  a favorable  result  could  hardly  be  expected 
under  any  conditions;  for  the  ])rivileged  tenants,  as  a consequence 
of  just  those  low  rents,  occupied  a greater  part  of  the  total  number 
of  dwellings  than  they  would  otherwise  have  done;  and  as,  conse- 
quently, less  remained  for  the  non-privileged,  their  rents  must  actu- 
ally have  risen  on  account  of  rent  regulation. 

All  this  became  the  consequence  of  a regulation  of  prices  without 
an  attempt  to  limit  demand.  The  disadvantages  of  this  as  a whole,  in 
connection  Avith  the  difficulty  of  convincing  public  opinion  of  the 
damage  caused  by  it  and,  consequently,  of  aA'oiding  it,  caused  an 
amendment  to  the  law,  through  Avhich  the  stipulations  with  regard 
to  maximum  prices  Avere  separated  from  those  of  government  requi- 
sitioning (or  sequestration)  of  goods.  The  last-named  measure  gave 
rise  to  Avhat  Avas  from  every  point  of  AueAv,  in  practice  as  Avell  as  in 
})rinci])le,  the  most  important  policy  in  the  Avhole  field  of  regulation 
of  goods  and  prices  during  the  World  War,  that  of  rationing.  The 
princi[)al  credit  here  belongs  to  Germany  and  not  to  SAveden,  hoAv^- 
ever,  for  the  former  country  had  to  resort  to  such  serious  inroads 
upon  economic  life  much  before  S\Aeden. 

Hationing. 

Rationing  brought  about  the  necessary  limitation  of  demand  and 
the  consequent  poAver  OAer  ])rices,  for  it  constituted  a license  to  buy 
stipvdated  amounts.  The  measure  of  demand  Avas,  by  this,  regulated 
beforehand  by  laAV,  and  Avas  no  longer  a result  of  price ; for  price 
there  had  been  substituted  another  factor  that  restricted  demand. 
It  Avas  in  full  consequence  of  this  that  it  became  possible,  in  some 
cases,  to  give  up  all  direct  price  regulation  in  case  of  rationing;  for 
as  the  goods  could  not  be  made  subject  to  a greater  demand  than 
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that  Avliich  existed  beforehand,  a lower — probably  in  normal  cases  a 
much  lower — price  than  through  free  demand  resulted,  i.e.,  prices 
were  automatically  lowered.  On  the  other  hand,  it  would  also  have 
been  ])ossible — the  supjdy  element  always  omitted — to  furnish  the 
goods  altogether  gratis,  without  increasing  demand  through  that, 
above  what  the  licenses  to  buy  (or  “cards”)  allowed.  From  reasons 
which  are  easily  explained,  this  line  was  seldom  or  never  followed, 
however ; nor  were,  in  normal  cases,  prices  allowed  to  regulate  them- 
selves; they  became  subject  to  government  regulation.  Rut  such 
prices  were  not  in  any  sense  maximum  prices ; they  were  fixed-sale 
prices  for  goods  controlled  by  the  State.  In  so  far  as  prices  were 
then  kej)t  higher  than  what  corresponded  to  the  lawful  demand  of 
the  weakest  purchasers,  the  result  was  either  that  some  part  of  the 
stock  was  left  unsold,  or  that  it  was  (illegally)  taken  over  by  others 
through  a transfer  of  the  license  (or  “card-coupon”).  Tlie  first- 
named  alternative  was,  in  itself,  as  a rule  rather  welcome,  short  as 
stocks  alwa3^s  were  during  this  critical  time;  the  second  alternative, 
on  the  other  hand,  counteracted  the  object  of  the  system,  and  ought, 
therefore,  to  have  led  to  the  consequence  that  the  price  was  not  put 
much  higher  than  what  the  masses  were  able  and  willing  to  pay  for 
those  necessaries  which  were  principally  in  question. 

From  the  point  of  view  of  development  of  social  responsibility, 
this  remarkable  system  also  constituted  an  important  novelty.  That 
the  masses  among  highly  civilized  peoples  in  modern  times  are  able 
to  have  their  demand  for  necessaries  completely  met  at  moderate 
])rices  under  normal  conditions,  is  connected  with  the  fact  that  the 
demand  of  each  individual  for  food  (in  a physiological  sense)  is 
strictly  limited  or,  in  the  terms  of  theoretical  economics,  has  an 
“elasticity  IjcIow  unity” ; the  rich,  for  this  reason,  do  not  ask  for 
food  by  even  comparably  the  same  percentage  of  their  income  as 
the  poor.  Rut  when  the  supply  of  food  becomes  short,  there  exists, 
for  this  ])articular  reason,  a ])ossibility  that  the  rich  can  go  on  sat- 
isfying their  total  demands  in  nutritive  value,  by  allowing  it  to 
absorb  a greater  part  of  their  income;  in  normal  times  they  have  had 
their  demands  met  at  a j)rice  far  below  what  they  would  have  l)een 
willing  to  ])ay  rather  than  go  without ; and,  consequently,  they  ask 
for  as  much  (or  nearly  as  much)  nutritive  value  as  before,  in  spite 
of  the  great  rise  in  the  price  to  be  paid  for  it.  Under  the  conditions 
of  a considerably  diminished  supplv  of  food,  a rise  in  price  out  of  all 
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proportion  to  the  decrease  in  supply  will,  therefore,  in  a free  market, 
be  necessary  in  order  to  limit  demand  to  the  same  amount  as  supply ; 
and  a violent  rise  in  price  will  then  be  necessary  to  create  an  equi- 
librium. The  injury  of  this  rise  in  food  prices  will  almost  completely 
fall  u])on  people  of  small  incomes,  who  may  by  it  be  brought  to  or 
below  starvation  point. 

It  is  also  true  that,  in  earlier  times,  attempts  were  made  to  protect 
the  poor  from  privation  in  times  of  scarcity  in  different  ways,  such 
as  })ublic  feeding  or  the  distribution  of  food ; but  rationing  meant  a 
far  more  radical  turning  away  from  the  principle  of  an  unequal  dis- 
tribution of  income,  and  a much  more  marked  recognition  of  the 
equal  worth  of  all  men.  For  it  meant  that  differences  of  income  were 
altogether  deprived  of  influence  in  the  case  of  the  most  important 
foodstuffs ; the  richest  individual  was  not  allowed  to  satisfy  his  want 
of  bread  to  a greater  extent  than  the  poorest.  A commmiistic  regime, 
in  the  proper  and  original  sense  of  the  word,  was  so  far  brought  to 
life;  communism,  in  this  sense,  appears  to  have  been  altogether  of 
greater  importance  during  war-time  than  socialism,  the  latter  word 
being  taken  in  the  sense  of  the  State  as  sole  owner  of  business  in  an 
otherwise  unchanged  community  regulated  by  prices  and  free  ex- 
change. In  other  words,  it  was  this  sovereignty  of  unhampered 
})rices  which  had  first  to  be  modified.  The  extent  of  the  results  of  the 
rationing,  as  here  sketched  out,  was  greatly  limited,  it  is  true,  by  the 
fact  that  practically  only  vegetables  could  successfully  be  rationed ; 
but  this  does  not  diminish  the  interest  of  the  whole  measure  as  a mat- 
ter of  principle ; and  though  it  does  diminish  its  practical  impor- 
tance, it  by  no  means  nullifies  it. 

The  object  of  rationing,  consequentl}^  was  to  abolish  the  influence 
of  an  unequal  distribution  of  income,  for  the  most  necessary  com- 
modities ; and  it  attained  that  goal  to  a great  extent.  But  its  re- 
sults coidd  not  be  limited  to  this,  and  when  its  by-products  are  con- 
sidered, its  weakness  will  also  come  to  light,  as  compared  with  a 
sy.stem  of  free  prices — exactly  the  same  sort  of  weakness  which  must 
almost  always  attach  to  a communistic  community  as  compared  with 
one  of  free  exchange.  For  free  prices  do  not  only  give  the  rich  a 
right  to  purchase  more  than  the  poor ; it  also  allows  every  individual, 
poor  and  rich  alike,  so  to  distribute  his  total  income  that  the  total, 
subjective  fulfilment  of  his  wants  reaches  its  maximum.  Of  people 
having  the  same  income,  one  will  sacrifice  more  upon  dress,  another 
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upon  food,  and  a third  upon  his  pleasures;  and  of  those  who  sacri- 
fice the  same  amount  upon  their  food,  one  will  at  the  same  price 
prefer  vegetable  to  animal  food  and  the  other  the  reverse ; one  of 
them  certain  vegetables  and  another  others.  This  it  was,  precisely, 
that  could  not  be  secured  by  rationing,  and  which  constituted  the 
greatest  weakness  in  the  principle  of  that  system.  Everyone  had  as 
much  bread  or  flour,  as  much  sugar,  etc.,  as  his  neighbor,  irrespec- 
tive of  the  fact  that  one  of  them  would  have  been  willing  to  give  up 
part  of  the  first  commodity  in  order  to  have  more  of  the  second,  and 
vice  versa. 

An  improvement  of  the  system  of  rationing  in  this  respect  would 
not  have  been  impossible,  but  it  was  never  tried  except  in  the  way  of 
“clandestine  trade,”  and  this  weakness  constituted  the  most  legiti- 
mate reason  for  just  that  unlawful  traffic.  It  would,  as  a matter  of 
fact,  have  been  possible  to  allow  an  exchange  of  some  sorts  of  “cou- 
pons” for  other  sorts,  not  on  the  basis  of  the  nutritive  value  of  dif- 
ferent foods — for  in  that  case  the  demand  for  the  most  expensive 
foodstuffs  would  have  become  too  great — but  according  to  their 
relative  scarcity.  This  would  have  meant  a sort  of  counterpart  to  a 
free  community,  though  put  upon  an  otherwise  communistic  basis. 
But  demands  of  this  sort  quite  naturally  were  too  much  for  an  or- 
ganization which  was  already  strained  to  bursting;  and,  it  is  hardly 
probable,  that  any  communistic  community  would,  even  under  fa- 
vorable external  conditions,  be  able  to  even  imitate  a system  of  free 
prices  in  its — from  many  points  of  view — wonderful  applicability. 

What  has  now  been  said  has  altogether  left  aside  the  question  of 
supplies,  i.e.,  it  has  regarded  supplies  as  being  of  a given  amplitude. 
As  a matter  of  fact  the  situation  was  not  as  simple  as  that,  however, 
and  consequently  the  influence  of  price  regulation  upon  supplies 
was  also  of  great  importance.  In  })ublic  discussion  it  was  principally 
this  j)hase  of  it  which  attracted  attention  and  gave  rise  to  criticism. 
It  need  not,  however,  be  treated  as  full}"  as  ilemand,  for  it  goes  with- 
out saying  that  every  lowering  of  ])rices  must  have  been  working  to 
withhold  su])plies,  in  so  far  as  it  was  possible  to  influence  them  at  all. 

Even  without  a change  in  supply,  there  would  be  a decrease  in  the 
amount  of  goods  put  up  for  sale,  when  the  price  was  lowered  bevond 
a })oint  where  the  owner  would  derive  greater  benefit  in  his  own  e^'es 
from  using  the  goods  himself ; and,  as  has  already  been  mentioned, 
this  was  a common  occurrence.  But,  besides  this,  it  is  clear  that  not 
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even  supply  itself  was  a given  entity,  but  might,  on  the  contrary,  be 
influenced  from  many  points,  both  with  regard  to  the  possibility  of 
attracting  goods  from  the  outside  during  the  earlier  years  of  rela- 
tively unhampered  trade,  and  even  more  with  regard  to  home  pro- 
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duction  throughout  the  War.  The  accompanying  diagrams,  II  and 
III,^  wlien  taken  together,  will  show  how  the  policy  of  rationing — 
which  meant  the  keeping  down  of  the  prices  of  vegetables,  because 
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Development  of  tilled  area  under  the  influence  of  maxiimim  prices, 
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this  Avas  both  easier  and,  from  the  point  of  view  of  the  masses,  more 
necessary  tlian  the  same  treatment  of  animal  food — led  to  a change 
in  agricultural  production  in  the  opposite  direction,  increasing  the 
food  of  animals  at  the  cost  of  that  of  human  beings.  From  this  ex- 
tremely unwelcome  dilemma  there  was  ])robably  no  outcome,  except 
either  to  allow  the  prices  of  vegetables  to  soar,  or  for  the  State  to 
pay  higher  prices  for  them,  particularly  cereals,  than  the  prices 
Avhich  Avere  afterAvard  required  from  consumers,  i.e.,  to  pay  a sub- 
sidy from  the  Treasury  for  the  consumption  of  the  most  indis- 
pensable foodstuffs.  Within  moderate  limits  the  latter  expedient 
Avould  have  been  more  defensible  under  a s}^stem  of  rationing  than 
otherAvise,  because  it  could  not  then,  as  in  other  situations,  have 
caused  a greater  consumption  of  the  goods  than  had  been  intended 
from  the  beginning.  In  this  case  the  system  Avould,  hoAvever,  have 
had  to  be  limited,  as  far  as  possible,  to  those  cereal  crops  AA’hich 
AA'ould  not  have  been  groAvn  A\ithout  this  sort  of  encouragement;  in 
other  Avords,  the  ]Arice  for  taking  over  foodstuffs  by  the  State  Avould 
have  had,  at  least  to  some  extent,  to  be  differentiated  Avith  a refei’- 
ence  to  the  differences  in  the  cost  of  production  for  different  soils. 
This  policy  did  also  come  into  effect,  to  some  extent. 

This  discussion  of  price  policy  refers,  first  of  all,  to  the  field  of 
food  sup[)ly,  treated  in  the  SAvedish  edition  by  Mr.  C.  Mannerfelt; 
but  it  had  many  parallels  in  other  fields,  particularly  the  industrial. 
Many  intermediate  systems  betAveen  those  hard  and  fast  systems 
Avhich  have  been  sketched  in  the  last  feAv  pages  Avere  also  gi\^en  a 
trial,  and  Avere  both  of  practical  importance  and  of  theoretical  in- 
terest, tlu)iigh  space  does  not  admit  of  their  being  taken  up  here. 

The  Character  of  War-time  Business. 

There  is  no  need  to  emphasize  the  fact  that  the  claims  of  Avar,  as 
Avell  as  those  commercial  activities  Avhich  A\-ere  either  neAV  or  had 
been  carried  on  by  tbe  belligerents  before,  must  haA'e  exerted  enor- 
mous drawing  poAver  upon  SAvedish  business  as  Avell  as  upon  that  of 
other  neutral  countries.  A more  restrictive  export  policy  Avould,  un- 
doubtedly, have  Aveakened  that  attraction ; but  to  have  done  aAvay 
Avith  it  altogether  Avould  hardly  have  been  Avithin  human  poAver. 
Kspecially  in  the  earlier  years  of  the  War  Avas  the  strongest  stimulus 
felt  by  the  shipping  industry  and  by  commerce;  and  it  was,  in  so 
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far,  outside  of  the  ken  of  export  restrictions.  It  is  thus  characteris- 
tic tliat  tliat  part  of  the  increases  in  the  capital  of  limited  liability 
companies  which  during  1915  was  set  down  to  companies  having 
commercial  pur])oses  proper  was  43  per  cent,  as  against  30.2  for 
1913,  and  24.7  for  1914;  and  later  it  dropped  back  to  the  figures 
for  1913. 

This  meant  that  business  people,  as  was  only  to  be  expected,  tried 
their  utmost  to  profit  by  a state  of  trade  which  not  only  apj)eared  to 
be  gainful  beyond  the  dreams  of  avarice,  but  which  also  looked  even 
more  overwhelming  against  the  background  of  the  fears,  during  the 
first  months  of  war,  of  the  paralyzing  of  business,  and  which  might, 
lastly,  be  expected  to  come  to  an  end  at  any  moment.  As  the  most 
incredible  side  of  this  frenzy,  posterity  will  probably  regard  the  be- 
lief in  the  possibility  that  a country  with  the  geographical  situation 
and  commercial  traditions  of  Sweden  and  the  character  of  her  peo- 
ple, might  become  a center  of  the  world’s  trade.  Even  if  exaggera- 
tions were  never  carried  to  quite  the  same  height  or  led  to  the  same 
ruinous  consequences  as  in  Denmark,  it  was  bad  enough  that  one 
great  company  (for  the  purposes  of  international  trade)  after  an- 
other came  to  birth,  only  to  lose  their  capital  in  a short  time,  and 
disaj)})ear  so  conq^letely  that  even  their  memory  appears,  in  many 
quarters,  to  have  been  blotted  out. 

In  all  the  different  fields  of  economic  life,  monetary  policy  con- 
stituted a ]>rinci])al  reason  for  this.  Even  irrespective  of  war  trade 
conditions,  the  wild  disturbances  of  the  monetary  system  would,  un- 
doubtedly, have  caused  a great  deal,  if  not  the  greater  part,  of  that 
s])eculation  which  now  arose,  as  is  fully  discussed  in  Part  III.  x\s  the 
mistaken  monetary  ])olicy,  theoretically  speaking,  might  be  de- 
scribed as  the  maintenance  of  too  low  a rate  of  interest,  this  meant 
that  the  highest  premium  was  ])ut  upon  those  activities  which  made 
the  greatest  use  of  borrowed  capital ; and  these  were,  first,  to  be 
found  in  the  field  of  industry.  As  compared  with  an  increase  of 
])0[)ulation  of  about  2 ])er  cent,  the  number  of  industrial  workers 
rose  by  10  j)er  cent,  between  1914  and  1917 ; and  in  the  metal  and 
engineering  trades  the  rise  was  no  less  than  28  per  cent. 

The  growth  of  industry  was  also  helped  by  a sharp  lowering  of 
the  real — as  distinct  from  the  money — wages  of  industrial  workers 
through  the  whole  period  of  the  War,  as  Diagram  IV  will  show. 


INTRODUCTION 


21 


1913  I91i«-  1915  19ie  1917  1918  1919  1920  1921  1922  1923  ISZ't- 


Diagram  IV 

Money  zmges  and  real  imges,  19 13-192 Jf.. 

Cost  of  living  index  number 
Money  earnings  per  hour 

III  the  part  devoted  to  industry  in  the  Swedish  edition  of  the  pres- 
ent work,  its  author,  I\Ir.  ().  Edstroin,  has  pointed  out  the  possibility 
tliat  tlie  low  prices  of  vegetables,  combined  with  particular  measures 
for  diminishing  the  cost  of  living  to  the  working  classes,  afforded 
one  reason  for  keeping  down  monetary  wages,  and  conse([uently,  in 
actual  life,  though  (juite  contrary  to  the  object  of  this  policy,  led  to 
a premium  on  industrial  production  at  the  cost  of  agriculture,  i.e., 
it  fostered  quite  the  opposite  development  to  that  which  was  re- 
quired hy  the  situation.  There  is  a great  deal  to  be  said  for  this  ex- 
planation, in  so  far  as  labor  unions,  to  all  appearances,  made  it  their 
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principal  object  to  maintain  the  pre-war  situation  and  figlit  high 
prices  instead  of  profiting  by  them;  and,  if  it  may  be  assumed  that 
the  competition  of  employers  for  labor  was  not  strong  enough  to 
allow  workingmen  passively  to  profit  by  the  situation,  this  would  be 
a correct  surmise.  In  justice  it  must  be  added,  however,  that  as  even 
that  rise  in  the  cost  of  living  which  did  naturally  take  place  led  to 
a fall  in  real  wages,  the  fall  might  have  become  still  greater  if  the 
cost  of  living  had  been  allowed  to  increase  even  more.  Upon  that 
supposition  there  certainly  was  a great  deal  to  be  said  for  the  policy 
which  was  actually  pursued.  But  this  does  not  diminish  its  influence 
upon  industrial  conditions.  In  three  different  ways — through  its 
monetary  policy,  through  the  relative  weakness  of  export  restric- 
tions, and  through  its  food  policy — the  measures  of  the  State  would 
have  assisted  in,  or  failed  to  prevent,  the  excesses  in  industrial  de- 
velopment and  its  one-sided  application  to  the  situation  of  the 
moment. 

Tlie  profits  of  industrial  and  other  business  concerns  had  not, 
however,  their  sources  exclusively  in  the  character  of  war-time  trade 
and  the  fall  of  real  wages,  but  consisted  probably,  to  at  least  as 
great  a part,  in  confiscations  of  the  claims  of  bondholders  and  other 
creditors,  because  these  debts,  being  expressed  in  money,  were  in- 
cessantly falling  pari  passu  with  the  value  of  money — those  of  pre- 
war times,  consequently,  falling  in  the  end  to,  or  below,  one-third  of 
their  original  value.  As  seen  from  the  point  of  the  lowest  value  of 
money,  1918-1920,  the  total  loss  suffered  by  such  holders  of  bonds, 
etc.,  payable  in  Swedish  money,  has  been  calculated  to  be  more  than 
kr.  18,000,000,000  or  $4,800,000,000  in  the  current  value  of  money. 
As,  however,  about  two-thirds  of  this  has,  by  now,  been  made  good 
again,  it  will  be  better  to  take  the  annual  yield  into  account;  for  each 
year  such  as  1918-1920,  on  the  basis  of  a capitalization  at  5 per  cent, 
this  would  have  amounted  to  kr.  900,000,000  ($240,000,000)  in  the 
current  value  of  money,  or  about  kr.  270,000,000  ($72,000,000)  in 
pre-war  value,  and  at  least  kr.  400,000,000  ($105,000,000)  in  pres- 
ent gold-standard  monetary  value.® 

In  these  great,  and,  as  may  safely  be  affirmed,  partly  indefensible 
gains  to  shareholders  and  controllers  of  business  concerns,  the  State, 

* It  must  be  cmj)liasized,  liowever,  that  these  losses  fell  upon  all  to  whom 
debts  were  due  and  payable  in  Swedisli  money,  and  that  among  these  were  a 
considerable  number  of  foreigners;  cf.  below  p.  26. 
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however,  made  itself  an  unblusliing  sharer.  For  besides  a sharp  rise 
in  the  income  and  property  tax  through  changed  legislation,  the  ex- 
cess profits  tax  produced  in  1920  and  the  years  preceding,  kr. 
1,()0(),()()(),0()()  ($270,000,000).  The  character  of  the  excess  profits 
tax  became  irrational,  it  is  true,  principally  because  no  difference 
was  admitted  between  fictitious  increases  (i.e.,  those  which  meant 
changes  only  in  nominal  monetary  amount)  and  real  increases,  in 
incomes  and  profits. 

It  would,  undoubtedly,  be  of  interest  to  be  able  to  estimate  the 
total  ])rofits  of  business  during  the  War,  on  lines  which  are  more 
reliable  than  those  of  the  excess  profits  tax  assessments.  Computa- 
tions ex})ressing  profits  in  percentages  of  assets  have,  however,  been 
made  impossible  by  the  changes  in  the  value  of  money;  for  these 
changes  almost  invariably  led  to  assets  being  ex])ressed  in  the  most 
haphazard  monetary  values,  so  that  figures  for  assets,  depreciation, 
and  ])rofits  became  little  more  than  farcical. 

It  would  perhaps  be  of  even  greater  interest,  from  a theoretical 
as  well  as  from  a practical  point  of  view,  to  try  to  learn  how  far  the 
total  amount  of  savings  of  the  country  has  been  influenced  by  the 
war-time  upheaval.  The  changes  in  the  value  of  money,  undoubtedly 
in  themselves,  diminished  savings  among  such  people  as  had  saved 
in  normal  times  in  the  form  of  bank  deposits,  debentures,  and  in- 
surance ; for  the  ])osition  of  these  grouj)s  incessantly  grew  worse  be- 
cause the  greater  part  of  the  value  of  their  assets  did  so.  Rut,  on 
the  other  hand,  all  this  confiscated  wealth  and  much  more  was  trans- 
ferred into  the  hands  of  owners  and  controllers  of  liusiness  con- 
cerns, and  might  be  expected  to  be  invested  by  them  in  new  plants 
and  means  of  production  of  different  sorts.  Rut  again,  it  is,  clearly, 
also  ])ossible  that  these  groups,  the  “profiteers,”  spent  a much 
greater  part  of  their  incomes  than  investors  had  done  in  pre-war 
times  ii})on  high  living  and  in  all  sorts  of  extravagance,  so  that  the 
total  amount  of  savings  might  have  become  diminished  instead  of 
being  increased. 

Unfortunately,  that  exact  investigation  of  the  question  which 
would,  consc(|uently,  be  greatly  needed,  must  be  considered  as  alto- 
gether out  of  the  question.  Even  under  a stable  monetary  system 
it  is  one  of  the  difficult  tasks  in  economic  statistics  to  learn  the 
amount  of  savings ; and,  when  the  value  of  money  is  subject  to  great 
changes,  to  do  so  is  made  impossible,  because  one  cannot  decide  to 
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how  great  an  extent  a change  in  figures  represents  only  a new  mone- 
tary expression  of  an  unchanged  reality,  and  how  much  represents 
real  change.  It  is,  therefore,  unfortunately  necessary  to  fall  back 
U})on  an  unproved  general  impression — which  in  this  case  appears 
to  he  rather  general,  however — that  war  led  to  a rather  substantial 
increase  in  the  productive  capacity  of  the  country  as  a whole. 

Resides,  less  than  might  have  been  expected  would  be  gained  even 
from  a correct  computation  of  new  creations  of  capital,  in  so  far  as 
the  meaning  of  the  whole  phenomenon  will,  in  the  long  run,  be  de- 
pendent upon  the  use  to  which  savings  are  applied.  A great  deal  of 
the  saving  which  actually  took  })lace  became  altogether  useless  from 
the  very  beginning,  because  the  new  means  of  production  were  not 
completed  before  the  moment  when  trade  conditions  were  reversed; 
instances  are  not  wanting  of  plants  valued  at  tens  of  millions  of 
kronor,  particularly  in  the  iron  and  steel  industry,  which  could 
never  he  j)ut  to  use.  This  misplacement  of  capital,  which  is  charac- 
teristic of  all  periods  of  speculation,  probably  never  occurred  in 
Sweden  to  such  an  extent  as  during  the  World  War.  In  more  fortu- 
nate cases  the  new  establishments  had  a use  during  the  later  part  of 
the  War ; hut  they  became  more  or  less  valueless  afterward.  And,  in 
still  other  cases,  perhaps  the  most  numerous  of  all,  the  new  savings 
were  invested  in  foreign  countries  and,  undoubtedly,  were  put  to  use 
by  them;  but,  from  a Swedish  point  of  view,  their  value  was,  in  many 
cases,  no  greater  than  as  if  they  had  been  thrown  into  the  sea. 

(iains  and  Losses  Due  to  the  Belligerents. 

This  leads  to  the  (juestion  of  the  gains  and  losses  experienced  by 
the  country  due  to  the  belligerents.  Among  the  warring  peoples  it 
was  considered  as  axiomatic  that  neutrals  reaped  heavy  profits  at 
their  cost,  and,  in  some  respects,  there  were  very  good  reasons  for 
such  an  opinion.  Commodities  and  other  sources  of  income  like 
freights,  transit  trade,  commissions,  etc.,  of  neutral  countries,  and 
among  them  Sweden,  undouhtedly  rose  sharply,  sometimes  even  vio- 
lently, in  value  as  compared  with  ])re-war  times,  and  this  not  only  in 
money,  i.e.,  nominally,  hut  also  as  compared  with  the  exports  which 
had  to  he  given  in  exchange  on  the  part  of  the  belligerents;  this  is 
])artly  illustrated  in  Part  III  of  the  pre.sent  work.  Rut  the  reason 
was,  fir.st,  that  the  belligerents  at  the  time  were  unable  to  give 
etpiivalents  for  what  the^'  received. 
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In  consequence,  and  to  simply  an  enormous  extent,  the  exports  of 
neutral  countries,  and  of  Sweden,  perhaps,  particularly,  went  alto- 
gether unpaid  for,  for  the  time  being,  i.e.,  they  constituted  those 
credits  and  capital  exports  to  the  belligerents  which  formed  one  of 
the  most  important  aspects  of  what  followed ; and  they  are  also  fully 
treated  in  connection  with  monetary  affairs.  To  what  an  extent  the 
exchange  of  services  became,  in  the  end,  favorable  to  neutrals  must, 
then,  have  been  dependent  u])on  those  deliveries  which  were  at  last 
made  on  the  part  of  belligerents  or  former  belligerents ; or,  more 
correctly  expressed,  to  what  an  extent  such  deliveries  were  ever 
made,  and  if,  on  what  conditions.  Rroadly  speaking,  most  things, 
though  not  all,  went  to  reduce  or  efface  the  value  of  the  assets  of 
neutrals  in  belligerent  countries. 

d'o  begin  with,  the  almost  incessant  fall  in  the  international  value 
of  money  caused  a consequent  reduction  in  all  debts  expressed  in 
money.  The  only  chances  of  saving  a country,  e.g.,  Sweden,  from 
the  full  conse(juences  of  this  would  have  been  these : 

d'he  first  would  have  been  to  exchange  debts  in  money  for  assets 
in  kind  in  belligerent  countries;  this  would,  in  itself,  have  been  quite 
effective,  in  so  far  as  such  an  ownership  was  respected.  For  natural 
reasons  it  met,  as  a rule,  with  great  difficulties  to  creditors,  however, 
and  did,  as  far  as  is  known,  play  no  important  ])art  anywhere  out- 
side of  Russia — that  one  country  where  the  Rolshevist  Revolution 
in  November,  1917,  ended  by  making  it  mainly  illusory. 

Another  ex])edient  would  have  been  to  wait  for  the  rise  in  the  in- 
ternational value  of  money  in  1920-1922 — which  would  have  given 
back  to  Swedish  creditors  more  or  less  of  their  losses  due  to  the 
earlier  rise  in  prices  or,  in  extreme  cases,  might  even  have  resulted 
in  new  gains.  Rut  nobody  was  able  to  foresee  this  new  development, 
and,  in  the  case  of  Sweden,  probably  about  half  her  new  foreign 
assets  were  taken  back  during  the  years  1919  and  1920,  just  before 
the  big  slump  in  prices ; so  the  final  rise  in  the  value  of  money  was 
only  in  part  of  use  to  Sweden  in  that  resj)ect.  The  following  figures 
will  show  this:  Ca})ital  exports  during  the  years  of  actual  war,  1914! 
to  191S,  have,  in  Part  III,  been  computed  at  kr.  2,250,000,000 
(.$000, 000,000),  to  which  must  be  added  unpaid  interest  of  about 
kr.  ,‘550,000,000  ($100,000,000)  or  kr.  2,600,000,000  ($700,000,- 
000)  in  all.  Fven  this,  ])robably,  is  a minimum  figure,  as  no  net 
sui’plus  has  been  taken  into  account  except  from  transactions  re- 
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lerring  to  exchanges  of  goods  and  freights,  so  that  some  kr.  200,- 
000,000  ouglit,  perhaps,  to  be  added,  over  and  above  the  kr.  2,600,- 
000,000.  Compared  with  this,  tlie  two  following  years,  1919  and 
1920,  showed  an  excess  of  imports  of  1,991,000,000  ($535,000,- 
000).  If  to  this  is  added  interest  payable  to  foreign  countries,  say, 
kr.  60,000,000  ($16,000,000),  and,  on  the  other  hand,  69  per  cent 
of  income  from  gross  freights  or  kr.  753,000,000  ($200,000,000) 
are  deducted,  net  capital  imports  for  something  like  kr.  1,300,000,- 
000  ($350,000,000),  or  about  half  the  capital  exports  of  the  }'ears 
of  war,  is  found  to  result.  Something  like  this  amount  will,  conse- 
quently, be  found  to  have  been  paid  back  to  Sweden  in  money  of  a 
low  value  and,  in  all  probability,  at  a loss. 

The  third  possibility  would,  lastly,  have  consisted  in  a redemption 
of  the  loans  and  other  securities  issued  by  Sweden  and  in  the  hands 
of  belligerents,  principally  Swedish  state  bonds.  This  expedient  was 
the  onh’  one  actually  used,  and  its  importance  for  saving  war-time 
gains  was  very  great  indeed.  The  total  stated  amount  of  imported 
securities  consisted,  for  the  whole  period  1914<-1925,  of  about  kr. 
811?,000,()00  ($218,000,000)  at  purchase  prices,  of  which  nearly 
kr.  700,000,000  ($190,000,000)  were  in  Swedish  securities;  even 
these  considerable  amounts  ought  to  be  increased  b}’  an  unknown 
sum  for  non-stated  imports,  through  other  channels  than  bankers  or 
brokers.  In  so  far  as  these  transactions  referred  to  Swedish  bonds, 
they  constituted  an  exchange  between  earlier  Swedish  debts  to  for- 
eign countries  and  new  foreign  debts  to  Sweden,  and  consequently 
meant  full  payments  of  the  last-named  debts,  i.e.,  they  enabled  the 
country  to  retain,  in  so  far,  the  gains  from  the  high  valuation  of  its 
ex[)ort  goods  and  shipping  industry.  As  a matter  of  fact  the  re- 
]jurchase  of  Swedish  bonds  gave  the  country  also  another,  though 
less  honorable  advantage,  as  Sweden  as  a debtor  country  was  able 
to  profit  by  the  fall  in  the  value  of  money  and  repay  earlier  debts 
with  an  amount  which  was  equivalent  only  in  name,  and  greatly 
diminished  in  real  value.  This  advantage  was  particularly  great  in 
the  case  of  those  Swedish  securities  which  were  repurchased  up  to 
1920,  inclusive,  at  a stated  total  amount  of  kr.  487,000,000  ($131,- 
000,000),  because  ])re-war  debts  regained  a great  deal  of  their 
original  value  through  the  rise  in  the  value  of  money  after  1920. 
'i'hrough  this  third  expedient  Sweden,  consequently,  reaped  a clear, 
and  even  a double  gain  at  the  cost  of  the  belligerents.  Rut  it  was 
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counterbalanced  by  the  losses  in  the  two  first-named  directions ; and 
these  losses  were  clearly  not  limited  to  a loss  of  abnormal  gains  hut 
meant  that  Sweden’s  goods  and  services  were  either  altogether  value- 
less, or  the  sum  paid  for  them  was  only  a small  fraction  of  what 
would  have  been  their  real  value  under  peace  conditions. 

In  this  discussion  no  reference  has  been  made  to  the  fall  in  par- 
ticidar  currencies.  Sweden  probably  had  small  net  assets,  if  any,  in 
gold  or  dollars,  for  all  through  the  War  there  was  an  excess  of  im- 
ports in  the  case  of  her  trade  with  the  United  States.  The  most  she 
could  ex])ect  were  assets  in  Swedish  money,  the  purchasing  power  of 
w’hich  fell  at  least  50  per  cent  more  than  American  mone}'.  But 
great  parts  of  her  credit  exports,  in  the  earlier  years  of  war  in 
particular,  were  made  pa^xahle  in  Russian,  German,  French,  or  other 
foreign  currencies  and,  consequently,  followed  them  on  their  down- 
ward road.  It  is  impossible  to  give  figures  showing  the  importance 
of  this,  it  is  true,  because  neither  the  amount  of  credits  in  foreign 
and  Swedish  currencies,  respectively,  is  known ; nor  is  it  known  at 
what  time  the  former  credits  were  repaid  or  made  pa^-ahle  in  Swed- 
ish currency.  It  may,  however,  give  some  little  help  to  know  the  fig- 
ures for  Sweden’s  excess  of  exports,  during  the  years  1914-1918,  in 
the  case  of  countries  the  currencies  of  which  were  greatly  at  a dis- 
count, and  which  were  of  importance  in  this  respect.  It  must  he 
enq)hasi/,ed  that  these  figures  are  far  too  low,  in  so  far  as  the  enor- 
mous revenues  from  freights  are  included  in  import  values  hut  not  in 
cx|)ort  values;  as  has  already  been  said,  the  figures  wdll,  besides, 
clear  away  the  altogether  mistaken  opinion  that  there  was  an  excess 
of  exports  principally  in  the  case  of  trade  with  the  Central  Powers.® 
They  are  here  given  in  millions  of  kronor  and  dollars,  respectively : 


Russia 

France 

I'inland 


K ronor  in 
M illions 

,‘joa 

205 

MG 


Dollars  in 
M illions 

81 

55 

39 


Austria 

Germany 


Kronor  in 
M illions 

125 

97 


Dollars  in 
Millions 

31 

26 


While  the  very  considerable  Swedish  profits  fi’om  exports  and  the 
carrying  trade  were,  nominally,  very  much  reduced  by  all  these  fac- 

® .\s  to  Rritain,  tlie  excess  of  exports  amounted  to  kr.  601,000,000  ($161,- 
000,000),  almost  double  tliat  of  any  other  country;  but  this  has  nothing  to  do 
with  Swedish  losses  through  the  fall  in  foreign  currencies. 
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tors,  the  pure  losses  caused  by  commercial  and  actual  war  consti- 
tuted great  amounts  besides.  So  far  as  is  known,  there  is  no  estimate 
of  what  was  lost  to  the  country  by  the  innumerable  detentions  and 
confiscations  of  Swedish  goods,  by  the  greatly  lengthened  trade 
routes,  and — perhaps  most  of  all — by  the  long  sojourns  of  ships 
in  the  ports  of  belligerents,  their  enforced  voyages  on  the  behalf  of 
the  masters  of  the  sea,  etc.  The  sole  known  figures,  based  upon  an 
inquiry  by  the  Swedish  Board  of  Trade,  refer  only  to  a small  part 
of  the  whole,  covering  material  and  physical  loss  in  ships,  crews, 
and  cargoes.  Complete  and  partial  losses  of  ships  were  found  to 
amount  to  about  kr.  230,000,000  ($61,000,000),  which  gave  the 
j)robable  purchase  value  of  the  ships  at  the  time  of  loss,  and  per- 
haps 10  per  cent  more  at  prices  prevailing  in  the  spring  of  1921 ; to 
this  there  was  added  about  kr.  80,000,000  ($22,000,000)  for  losses 
of  goods  of  different  sorts, — that  is,  a grand  total  of  from  kr.  310,- 
000,000  to  kr.  330,000,000;  an  uncommonly  doubtful  grand  total, 
it  is  true,  on  account  of  the  enormous  changes  in  the  prices  of  ton- 
nage. In  all,  too,  about  800  lives  were  lost. 

It  will  he  seen  from  this  that  there  is  nothing  known,  for  certain, 
with  regard  to  Sweden’s  final  gains  and  losses  by  the  War,  if  this  is 
equivalent  to  the  question,  whether  the  payments  or  exchanges  which 
in  the  end  came  to  Sweden  from  foreign  countries,  in  payment  for 
Swedish  help  and  services  during  the  War,  summed  up  to  a total  of 
value  greater  or  less  than  Sweden  would  have  received  from  the  same 
help  and  services  before  the  War. 

In  mail}'  respects,  it  is  true ; the  final  result  is  beyond  doubt  the 
chief  ])art — ])robably  about  two-thirds — of  Sweden’s  debts  to  for- 
eign countries  was  paid,  and  most  foreign  concerns  in  Sweden — 
never  very  numerous,  however — were  taken  over  by  Swedish  hands. 
Swedish  assets  in  foreign  countries  also  grew  to  he  definitely  larger. 
Rut  this  result  had  been  reached  by  the  most  rigorous  restriction  of 
consunq)tion,  and  it  does  not  at  all  constitute  an  answer  to  the  ques- 
tion asked  above.  Such  an  answer  can  only  he  given  at  random  and 
will,  therefore,  not  he  attempted  here. 

It  is  a (question  of  (juite  another  character  whether  Sweden  came 
out  of  the  ar  and  out  of  her  after-war  difficulties  in  a condition 
which  had  improved  or  deteriorated  as  compared  with  that  of  other 
countries.  Rut  that  {juestion  had  best  he  left  till  we  have  reached  the 
final  cha])ter  of  this  survey. 


CHAPTER  II 
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What  lias  now  been  said  refers,  broadly,  to  actual  war-time  trends. 
Passing  now  to  the  after-war  jieriod,  considerably  less  needs  to  be 
said  in  this  place,  because  by  far  the  most  important  and  interesting 
side  of  it  was  Sweden’s  monetary  policy,  which  has  had  separate 
treatment.  A summarv  of  the  results  of  the  deflation  jieriod  will, 
however,  lead  to  a final  view  of  the  present  situation. 

However  inevitable  the  policy  actually  jmrsued  may  have  been,  it 
had  very  serious  consequences  for  Swedish  economic  life.  According 
to  statistics  published  by  the  Swedish  Board  of  Trade,  the  results 
of  which  are  given  by  Diagram  V,  the  volume  of  industrial  produc- 
tion had,  during  the  years  1921  to  1929,  fallen  to  75,  87,  and  96  per 
cent,  res})ectively,  of  the  amount  for  1913 ; during  the  first  of  these 
three  years  the  figure  was  actually  a little  below  that  of  the  most  un- 
favorable year  of  the  War,  1918. 

Perhaps  the  most  important  part  of  this  was  the  unique  amount 
of  unemployment.  The  accompanying  Diagram  \T  shows  at  a 
glance  how  serious  the  situation  became  during  the  years  1921  and 
1922,  the  figures  rising  to  more  than  seven  times  their  original  level, 
d'he  policy  pursued  has  been  recorded  in  some  detail  in  the  Swedish 
edition  of  the  })resent  work,  by  Messrs.  O.  Jarte  and  F.  von  Koch, 
for  it  presented  some  features  which  distinguished  it  from  that  of 
most  Euro])ean  countries.  As  the  diagram  will  also  show,  the  result 
of  this  })olicy  was  successful  in  so  much  as  the  situation  rapidly 
changed  for  the  better,  s])ectacular  unemployment  disappearing 
even  in  the  course  of  1923.  The  idea  embodied  in  Swedish  deflation 
policy  on  this  point,  as  well  as  in  all  others,  was  to  create,  with  the 
smallest  [)ossible  delay,  the  necessary  adjustment  of  the  different 
j)arts  of  the  body  j)olitic  to  the  new  price  level.  Accordingly,  money 
wages  had  to  go  down  in  order  to  enable  industry  to  begin  afresb 
and  absorb  tbe  masses  of  the  unemployed.  For  this  reason  mobility 
of  labor  between  different  trades  and  localities  was  maintained  as 
far  as  })ossible;  assistance  to  the  unemployed  was  given,  first, 
through  relief  works,  not  “doles.”  And  })ayment  at  the  relief  works 
was,  as  a rule,  kept  somewhat  below  tbe  wages  for  unskilled  labor  in 
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Diagram  V 

Volume  of  industrial  productio7i,  1913-1927 . 

(1913  ==  100) 
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the  o])cn  nuarket,  in  order  to  put  pressure  upon  tlie  workers  to  ac- 
cej)t  situations  of  a normal  character  as  soon  as  they  were  offered, 
in  j)reference  to  remaining  outside  ordinary  employment. 


1905  1907  1909  1911  1913  1915  1917  1919  1921  1923  1925 


Diagram  VII 

Employers'  and  labor  unions,  1905-19£4- 

...11  industrial  workers  and  handicraftsmen 

•““•“““•"Employers’  unions:  Numl)er  of  workers 
labor  unions:  Number  of  members 
Industrial  labor  unions 

Successful  as  this  policy  certainly  was  in  mastering  the  enormous 
increase  in  unemployment  in  1921  and  1922,  it  has  proved  to  be  un- 
equal to  bringing  unemployment  back  to  its  pre-war  figure.  Un- 
employment statistics  are  tricky  things,  and  it  is,  therefore,  neces- 
sary to  tread  cautiously ; but,  broadly  speaking,  unemployment 
a])pears  to  have  remained  some  50  per  cent  above  its  pre-war  level.  It 
is  difficult  not  to  connect  this  with  the  unprecedented  increase  in  real 
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wages,  as  shown  in  Diagram  IV  (p.  21),  being  something  like  21 
per  cent  in  annual  wages  up  to  1924,  and  even  131  in  1927  (as  com- 
pared with  1913  and  1919),  in  spite  of  the  great  shortening  of  the 
hours  of  labor  through  the  eight-hour  day.  This  is  not  difficult  to 
account  for.  For  labor  unions  generally  take  their  stand  upon 
mone}-  wages  rather  than  real  wages.  As  has  been  pointed  out  al- 
ready, tlie  Swedish  unions  were  found  to  be  unable  to  prevent  a 
serious  fall  in  real  wages  before  1919,  because  money  wages  then 
rose;  and,  in  the  same  way,  they  prevented  real  wages  from  adjust- 
ing themselves  after  1920,  because  money  wages  were  then  falling. 
And  the  enormous  increase  in  the  power  of  Swedish  labor  unions,  not 
only  as  compared  with  the  total  number  of  industrial  workers  but 
also  witli  employers’  unions,  during  and  after  the  War,  is  clearly 
brought  out  in  Diagram  VII. ^ 

So  far,  Swedish  employers  appear  to  have  proved  true  prophets 
when  they  said  that  a policy  of  deflation  could  not  adjust  the  wage 
level  to  the  j)rice  level.  Whether  the  result  was  welcome  or  not  is  no 
concern  of  the  author ; here  it  must  simply  be  stated  that  the  unem- 
ployment j)olicy  pursued  was  unable  to  prevent  a strong  simul- 
taneous rise  in  unemployment  figures  and  real  wages,  as  compared 
with  ]jre-war  conditions,  and  that  such  was  the  result,  humanly 
speaking,  of  the  rise  in  the  value  of  money.  The  present  situation 
will  be  considered  in  the  next  chapter. 

In  other  directions  the  influence  of  the  great  slump  in  prices  has 
been  of  a less  enduring  cliaracter. 

In  one  respect  the  increase  in  the  value  of  money  might  be  ex- 
pected to  fall  more  heavily  upon  the  economic  life  of  Sweden  than 
upon  that  of  certain  other  countries,  and  ])articularly  that  of  Brit- 
ain, on  account  of  the  great  ])art  played  by  credits,  and  banking 
credits  in  ]>articular,  first  in  business  concerns,  and  also  in  the  case 
of  private  owners  of  company  shares;  and  upon  this  point,  also,  the 
situation  was  made  far  more  serious  tlirough  tlie  most  uncalled  for 
rise  in  ])rices  during  1919-1920.  Loans  advanced  on  stocks  and 
shares  }da-y  a-  princij)al  ]>art  in  the  credits  given  by  Swedish  private 
banks.  At  tlie  end  of  1920,  they  amounted  to  kr.  1,855,000,000 
(.$500,000,000),  or  38.6  per  cent  of  tlie  total  home  credits.  The 

^ From  Part  IV  A of  tlie  Swedish  edition.  Especially  noticeable  is  the  fact 
that  the  enormous  unein})loynient  in  1921  and  1922  had  only  small  influence 
upon  the  membership  of  the  trade  unions,  as  is  shown  in  the  diagram. 
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loans  of  hanks  on  shares  amounted  to  tlie  following  figures,  as  com- 
j)ared  with  the  total  share  capital  (and  reserve  funds)  of  limited 
liahility  companies:  per  cent  in  1912,  27.3  per  cent  in  1916, 

and  26.7  per  cent  in  1919.  It  is,  further,  clear  that  a fall  in  ]>rices 
must  particularly  influence  the  price  of  shares,  for  shares  must  he 
ex])ected  to  fall,  not  merely  on  a parallel  with  prices,  hut  much  more 
(juickhy  both  for  the  subjective  or  psychological  reason  that  the 
business  world  is  dominated  by  great  pessimism  when  ])rices  are 
falling,  and,  for  the  very  good  objective  reason,  that  debts  of  com- 
panies are  not  diminished  in  amount  when  the  value  of  money  is 
rising,  i.e.,  they  steadily  rise  in  real  value.  lamns  on  shares  and  the 
total  home  credits  of  hanks  had,  besides,  increased  during  the  boom 
of  1919-1920;  the  turn  of  the  year  1919-1920  showed  the  highest 
known  figure  for  such  loans ; and  the  next  year  ended  the  highest  for 
total  home  credits,  in  spite  of  the  wholesale  price  level  having  fallen 
considerably  below  its  maximum  on  both  occasions.  The  situation, 
consecpiently,  became  very  serious. 

An  increase  in  protests  of  hills  of  exchange  and  failures  naturally 
followed,  hut  not  in  }>ro})ortion  to  the  fall  in  the  prices  of  shares  or 
the  real  difficulties  of  business  concerns,  because  the  hanks  were 
afraid  of  the  results — to  the  whole  business  world  and,  consecpiently, 
to  themselves — arising  from  extensive  failures;  they  therefore  re- 
frained from  collecting  their  debts,  and  preferred  assuming  a con- 
trolling influence  over  the  assets  of  their  debtors.  This,  of  course, 
did  not  prevent  the  banks  from  being  drawn  into  the  difficulties  of 
industrial  concerns ; and  the  Swedish  banking  world  was,  principally 
for  this  reason,  made  to  feel  the  consequences  of  the  fall  in  prices  to 
far  greater  extent  than  was  the  case  with  banks  giving  only  short- 
time  credits,  like  the  British.  On  the  other  hand,  it  must  be  added  in 
justice,  that  the  difficulties  in  Sweden  were  considerably  less  devas- 
tating than  those  in  Norway  and  Denmark.  Financial  conqianies, 
more  or  less  connected  with  the  banks,  had  most  to  suffer;  almost  all 
of  them  lost  their  total  capital  and  caused  heavy  losses  to  the  banks 
besides.  Banking  diflicidties  went  much  further,  however,  and  a num- 
ber of  banks  had  to  be  reorganized,  often  by  direct  or  indirect  aid 
from  the  Treasury.  The  money  of  their  depositors  was  saved  in  this 
way,  it  is  true,  but  a number  of  middle-sized  banks  lost  their  own 
ca])ital  and  assets  more  or  less  completely ; and  the  losses  were  also 
very  heavy  in  the  case  of  one  of  the  large  banks.  Figures  for  the 
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writing  off  of  banking  assets  do  not  tell  very  much.  A somewhat  in- 
complete computation  gives  us  about  kr.  700,000,000,  but  part  of 
this  simply  means  a fictitious  reduction  corresponding  to  the  higher 
value  of  money.  Another  part  means  real  losses,  however,  and  the 
two  cannot,  by  any  means,  be  kept  apart. 

Even  in  the  case  of  the  banks  that  were  saved,  often  they  were 
still  under  the  necessity  of  retaining  their  interest  in,  and  assuming 
the  management  of,  industrial  concerns ; and  the  disadvantages  of 
this  were  felt  by  both  sides  alike.  The  period  of  banking  reconstruc- 
tion is  now  past,  but  Sweden  has  found  it  impossible  wholly  to  do 
away  with  this  tendency,  which  existed  before  the  War  and  Avhich 
very  greatly  increased  after  it.  The  present  situation  is,  in  this  re- 
spect, greatly  improved,  as  compared  with  conditions  in  1921-1922 ; 
but  the  investments  of  the  banks  in  industry  are  probably  even  now 
considerably  in  excess  of  pre-war  times.  From  the  report  of  a Royal 
Commission  on  Banking,  reporting  in  1927,  it  may  be  seen  that  the 
])ercentage  of  banking  credits  given  to  industrial  concerns  having 
a share  capital  in  excess  of  kr.  50,000  ($13,400),  as  compared  with 
the  total  amount  of  stocks,  reserve,  debenture  capital,  and  credits  of 
the.se  companies,  amounted  to  16.3  in  1913,  rising  to  29.2  in  1921, 
l)ut  falling  back  to  22.3  in  1924;  the  following  years  have  shown  a 
further  improvement.  Similarly,  it  was  found  that  92  per  cent  of  all 
companies  were  independent  of  the  banks  in  1913,  but  only  73  per 
cent  in  1924;  companies  practically  owned  by  the  banks  were  3 and 
19  j)er  cent,  respectively.  It  will  certainly  take  some  time  before  pre- 
war conditions  are  reached,  though  the}'  are  ahead. 

IVith  regard  to  the  general  situation  of  different  trades  it  is  far 
more  difficult  to  decide  how  far  present  conditions  are  the  result  of 
disturbances  which  have  gone  before,  or  to  what  an  extent  they  are 
the  effect  of  independent  circumstances.  Some  of  those  Swedish  in- 
dustries which  were  wood  consumers  were  in  an  unusually  favorable 
])osition  both  during  the  War  and  for  years  afterward;  this  has  re- 
mained true  for  the  pulp  industry  in  particular,  at  least  up  to  1927. 
On  the  other  hand,  the  iron  industrv,  which  was  enormously  stimu- 
lated during  the  actual  war  years,  has  since  then  had  to  contend  with 
most  serious  difficulties,  at  least  that  section  of  it  which  produces  or- 
dinary (not  high  quality)  iron;  ]mrtly  from  more  or  less  accidental, 
but  also  from  ])crmanent  circum.stances. 

d'herc  can  hardly  be  any  doubt,  however,  as  to  the  total  result  of 
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war  and  after-war  factors  upon  the  exchange  situation  between 
Sweden  and  the  rest  of  the  world.  For  the  index  of  ini})ort  prices  re- 
mains much  lower  than  that  of  ex})ort  j)rices,  when  coni})ared  with 
1913;  for  1928  the  figures  given  are  as  far  apart  as  128  and  147. 
This  cannot  possibly  be  accounted  for  by  any  increase  in  the  “qual- 
ity” of  Swedish  exports,  i.e.,  in  the  labor,  etc.,  repi’esented,  and  must 
consequently  mean  that  a great  deal  more  foreign  goods  are  received 
for  each  unit  of  Swedish  productive  power. 


CHAPTER  III 


THE  PRESENT  SITUATION 

'Phis  brings  us  to  the  question  of  the  present  situation  in  Swedish 
economic  life,  either  as  compared  with  pre-war  conditions,  or — 
wliich  is  quite  another  thing — as  compared  with  what  it  might  pos- 
sibly have  been  if  the  War  had  never  taken  place. 

Unfortunately  there  are  hardly  any  reliable  computations  of  the 
national  income  of  Sweden  for  earlier  years,  the  powers  that  be  hav- 
ing concentrated  uj:)on  the  far  less  interesting  figures  for  national 
wealth.  A preliminary  study  has  now  been  made,  however,  by  one  of 
the  younger  Swedish  economists.  Dr.  Erik  Lindahl,  of  the  national 
income  in  1913  and  after  the  War.  For  lOSI  and  1925  he  presents 
figures  for  incomes  accruing  to  persons  and  institutions  in  Sweden 
which  are  18  and  19  per  cent  above  those  of  1913,  respectively,  if 
the  changes  in  the  cost  of  liviiiff  index  are  taken  into  account.  Per 
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head  of  population  this  works  out  at  an  increase  of  11  per  cent, 
'riiere  is  every  reason  to  believe  that  this  rise  has  not  only  been  go- 
ing on,  but  has  been  considerably  accelerated,  in  1926  and  1927.  For 
the  volume  of  industrial  ju'oduction,  as  conq)uted  by  the  Swedish 
Board  of  Trade,  shows  a sharp  rise  in  1926  and  a new  rise  in  1927, 
being,  indeed,  23  and  27  per  cent,  respectively,  above  the  1913  basis 
in  these  two  years,  as  conq)ared  with  only  12  per  cent  in  1925  (see 
Diagram  V). 

It  is,  of  course,  not  altogether  easy  to  arrive  at  a result  with  regard 
to  total  income  from  these  figures.  For,  on  the  one  hand,  there  can  be 
no  doubt  that  agriculture  has  develo])cd  far  less,  if  at  all;  and  this 
counts  for  a great  deal  in  a countr}’  like  Sweden.  But,  on  the  other 
hand,  the  Board  of  Trade  figures  for  industrial  production  must, 
from  the  manner  of  their  conq)ilation,  leave  aside  all  changes  in  the 
relative  value  of  ex])ortcd  and  inq)orted  ])roducts ; and  as  we  have 
pist  seen  that  this  relation  has  developed  in  a direction  favorable  to 
Sweden,  the  figures  may  be  regarded  as  an  understatement  of  what 
industrial  ju'oductlon,  taken  by  itself,  has  brought  to  the  country 
during  the  last  two  or  three  years. 

One  of  the  most  remarkable  results  of  this  has  been  that  unenqdoy- 
ment  has  been,  slowly  but  unmistakably,  on  the  decrease  during  the 
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last  two  years,  each  month  since  the  s})ring  of  showing  a lower 

figure  than  that  of  the  same  month  in  the  year  before.  As  the  level  of 
industrial  wages  had  in  1927  already  risen  to  a figui'e  some  31  per 
cent  above  that  of  1913  (and  1919),  as  has  been  shown  above,  and 
continues  to  move  slightly  upward,  this  points  to  a considerable  ex- 
pansion in  Swedish  industrial  life,  even  if  it  be  added  that  agricul- 
tural wages  have  had  only  a small  share  in  this  })rosperity. 

The  j)resent  situation  is  ])artly  explained  by  the  favorable  ex- 
change situation  as  against  foreign  countries,  based  upon  a good 
market  for  timber  goods,  pulp,  })aper,  and,  perhaps  even  more,  the 
})roducts  of  engineering  and  metal  industries,  for  which  the  Swedes 
have  for  a long  time  shown  exceptional  a[)titude.  Hut  this  tells  only 
half  the  tale,  if  as  much  as  that.  The  rest  is  ex])lained  by  demographi- 
cal  factors  which  may  be  of  a more  temporary  character.  First  among 
these  should  be  mentioned  the  remarkable  change  in  the  age  distri- 
bution of  the  people.  The  marked  fall  in  the  birth  rate  has  diminished 
the  number  in  the  age  groups  below  15,  and  this  has  only  in  part 
been  coni])ensated  for  by  the  fall  in  the  death  rate,  increasing  the 
ages  above  65.  Consequently  there  has  been  a remai’kable  increase  in 
the  ages  from  15  to  65,  which  represent  roughly  the  adults  able  to  do 
active  work;  in  ])ercentage  of  total  population  this  group  has  in- 
creased from  60.1  in  1913  to  about  65  in  1927,  and  in  absolute  fig- 
ures this  has  meant  a greater  increase  than  that  of  population  as  a 
whole.  It  is  not  difficult  to  understand  that  this  must  result  in  a con- 
siderable increase  in  })roduction,  not  only  absolutely  but  also  as  com- 
])ared  with  total  })opulation ; and  probabl}^  more  than  half  the  total 
increase  must  be  attributed  to  this  factor. 

The  influence  upon  industrial  wages  ought,  on  the  other  hand,  to 
be  affected,  as  the  increase  in  the  total  income  of  the  community 
would  be  set  off,  from  the  ])oint  of  view  of  the  workers,  by  an  in- 
creased competition  in  the  labor  market.  That  unemployment  has, 
none  the  less,  been  able  to  diminish  must  therefore  be  said  to 
strengthen  the  im})ression  of  expanding  trade.  At  the  same  time  the 
decrease  in  the  number  of  dependents  upon  each  worker  makes  a 
given  wage  count  for  more  than  before,  so  that  the  rise  in  the  wage 
level  means  a more  than  coresponding  increase  in  well-being,  in  the 
usual  sense  of  the  word. 

Rut  production  before  the  War  was  on  the  increase  at  a rapid 
rate,  and  figures  showing  a rise  above  1913  are,  therefore,  clearly 
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coin2)atiblc  with  a position  below  that  whicli  would  have  been 
reached  if  there  had  been  no  war,  or,  more  correctly  speaking,  if 
the  pre-war  increase  had  been  allowed  to  go  on.  Unfortunately, 
Swedish  statistics  of  industrial  production — though  otherwise  ex- 
ceptionally serviceable,  in  so  far  as  annual  figures  are  everywhere 
given — underwent  some  important  changes  in  1913,  so  that  it  is  dif- 
ficult to  make  reliable  comparisons  between  pre-war  and  post-war 
figures.  On  the  strength  of  a few  mutually  independent  computa- 
tions, none  of  them  very  reliable,  but  all  pointing  in  the  same  direc- 
tion, it  may  be  said,  however,  that  the  annual  rate  of  increase  of 
industrial  production  between  1914  and  1926  does  not  appear  to 
have  been  appreciably — perhaps  not  at  all — lower  than  that  of  the 
period  of  1900-1912,  when  the  influence  of  the  change  in  the  value 
of  money  is  eliminated.  Remarkable  as  this  result  undoubtedly  is,  it 
must  not  be  considered  as  representative  of  Swedish  economic  life  as 
a whole,  on  account  of  the  slowing  down  of  agricultural  develop- 
ment in  Sweden  after  the  War.  The  probably  almost  unchanged  rate 
of  increase  in  industrial  production  consequently  means  that  the  in- 
dustrialization of  the  country  is  going  on  even  at  a slightly  in- 
creased rate;  but  the  great  part  played  by  Industry  in  the  life  of 
the  country  also  makes  it  probable  that  the  rate  of  increase  for 
Swedish  economic  life  as  a whole  cannot  have  fallen  very  much  be- 
hind that  of  the  period  immediately  preceding  the  War. 

The  considerably  changed  relation  of  Swedish  economics,  as  com- 
pared with  those  of  most  European  countries,  follows  from  this;  for 
probably  not  many  of  them  have,  as  yet,  arrived  at  the  same  situa- 
tion. Rut  this  may  be  shown  more  directly  on  the  basis  of  capital 
movements.  Refore  the  War — excepting  for  the  three  3'ears  pre- 
ceding 1914,  however — Sweden  was  a country  which  imported  capi- 
tal almost  continuously ; but  the  current  afterward  took  quite  the 
opposite  direction,  not  only  during  the  War — as  has  already  been 
mentioned  in  a ]>assage  above — but  at  an  undiminished  rate  after- 
ward. Eor  1927  the  known  ])urchases  of  securities  ^rom  abroad 
amounted  to  kr.  2()8,()00,()0()  ($56,000,000),  which  is,  in  all  proba- 
bility, more  than  the  amount  of  really  new  capital  applications,  in 
the  form  of  new  bonds  and  new  shares,  within  the  country.^  That  the 

^ 'i'lie  year  1928  shows  far  smaller  figures,  it  is  true;  but  this  is  owing  to 
the,  fact  that  there  had  been  some  extensive  strikes ; and  it  seems  j)robablc, 
therefore,  that  the  situation  in  the  jirevious  year  gives  a more  eorreet  impres- 
sion of  normal  post-war  eonditions. 
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relative  available  amount  of  savings,  as  compared  with  the  demand 
for  them,  is  smaller  abroad  than  in  Sweden  cannot  he  in  doubt;  and 
this  constitutes  a significant  change  in  the  relative  position  of  the 
country. 

An  outlook  of  moderate  optimism  is,  therefore,  natural  in  Sweden, 
to  a greater  extent  than  in  most  European  countries.  This  must  not 
he  considered  as  self-j)raise ; for  if  a neutral  country  had  deterio- 
rated as  much  through  the  War  as  the  belligerents,  a rather  severe 
judgment  would  have  been  called  for.  There  is  much  more  reason  for 
gratitude  than  for  self-praise.  Rut  it  means  that  Sweden  has,  after 
all,  come  out  of  the  great  conflagration  more  undamaged  than  most, 
and  must,  therefore,  be  considered  able  to  be  of  benefit  to  herself  as 
well  as  to  others,  thanks  to  her  relatively  favorable  position. 


A 
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TRADE  AND  SHIPPING  POLICY  IN  THE  WAR 


TRADE  AND  SIIUTTNG  POITCY  IN  THE  WAR 


CHAPTER  I 

GENERAL  SURVEY 

Sweden's  Commercial  Policy  Immediately  before  the  War. 

During  tlie  lialf  century  preceding  tlie  World  War  economic  life 
had  ])assed  through  a period  of  radical  changes.  Under  tlie  iniluence 
of  new  inventions  and  technical  progress  production  had  increased 
to  an  unprecedented  degree.  Through  the  improvement  of  the  means 
of  communication  new  routes  had  been  opened  to  international 
trade ; and,  thanks  to  these  conditions  and  the  ever  increasing  ex- 
change of  commodities,  the  economy  of  the  different  States  had  more 
and  more  merged  into  a single  and  united  World  Economy. 

'J’his  develo])inent  had  been  made  possible  by  the  more  liberal  cur- 
rents which  had  been  dominant  in  the  field  of  commercial  policy 
since  the  middle  of  the  nineteenth  century.  People  had  come  to  real- 
ize that  international  trade,  the  fundamental  object  of  which  is  to 
facilitate  the  exchange  of  commodities  between  countries,  is  best  able 
to  attain  its  object  if  it  is  allowed  to  work  with  the  greatest  possible 
freedom  from  external  hindrances.  The  artificial  impediments  to  the 
exchange  of  goods  between  different  peoples  had  been  abolished  one 
after  another.  Those  absolute  hindrances  which  had,  in  earlier  times, 
existed  in  the  form  of  export  and  import  prohibitions  had  com- 
])letely  disapjieared  from  the  arsenal  of  commercial  polic3^  It  is  true 
that  im])ort  duties  i-emained  in  many  places  as  a means  of  protecting 
the  internal  market  from  foreign  competition,  and  of  bringing 
about,  with  the  aid  of  such  a protected  home  market,  an  increase  of 
sales,  outside  the  country,  of  the  increasing  amount  of  the  country’s 
])roducts.  Rut  eyen  in  States  where  this  was  the  case,  tlie  duties  were 
seldom  ])rohibitive.  They  hampered,  but  did  not  shut  out,  foreign 
imports;  and  against  the  export  of  home-produced  goods  nothing 
at  all  was  done,  since  export  prohibitions  had  disa})peared.  Conse- 
quently', the  ]irinciple  of  liberty  in  international  trade  and  transport 
had  come  to  dominate  commercial  policy ; and  controyersy  had  been 
narrowed  down  to  the  question  of  complete  free  trade  or  a system  of 
protection  based  upon  comparatively  moderate  import  duties. 
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The  prosperous  condition  of  world  trade  liad  also  been  helped  by 
a net  of  commercial  treaties,  containing  the  most-favored-nation 
clause,  which  had  been  spread  over  the  world,  and  had  ensured  iden- 
tity of  treatment  for  almost  all  countries.  Even  if  there  remained  a 
certain  amount  of  protection  of  home  markets,  this  meant  that  for- 
eign competition  in  itself  was  given  a footing  of  parity,  one  com- 
j)etitor  not  being  favored  at  the  cost  of  another.  To  add  to  this,  fis- 
cal policy,  as  a rule,  was  characterized  by  great  stability. 

That  the  War  must  disorganize  international  trade  was,  it  is  true, 
in  the  nature  of  things ; but  the  disorganization  should  not,  accord- 
ing to  prevailing  ojDinion,  be  greater  than  was  made  unavoidable  by 
the  requirements  of  military  operations.  For  a long  time  there  had 
been  attempts  to  have  this  guaranteed  by  the  development  and  work- 
ing out  of  international  law,  especially  in  the  field  of  maritime  war, 
and  thus  regulate  the  relations  between  belligerents  and  neutrals. 
The  rights  and  duties  of  both  parties  had  been  made  clear ; and  how 
far  belligerents  might  legally  go  in  their  treatment  of  neutrals  had 
been  stated  with  particular  care. 

When  the  War  came  about,  bitter  controversies  arose  as  to  the 
real  meaning  of  this  generally  accepted  order  of  things ; but  as  the 
object  of  the  present  investigation  is  not  concerned  with  interna- 
tional law,  it  will  be  enough  to  give  here  only  a sketch  of  what  the 
Swedish  Government  held  to  be  international  law,  as  generally  ac- 
cepted. It  would  be  difficult,  perhaps  impossible,  to  understand  the 
true  character  of  Swedish  commercial  policy  and,  therefore,  Swedish 
economic  and  social  history,  during  the  War,  without  a statement  of 
this  background ; for  the  Swedish  Government  regarded  the  uphold- 
ing of  the  conquests  of  international  law  as  one  of  its  most  impor- 
tant objects. 

These  questions  had  been  given  formal  regulation  by  the  Declara- 
tion of  Taris  in  1856,  the  Magna  Charta  of  the  laws  of  sea  war 
which  had  been  accepted  by  all  civilized  States;  and,  further,  by 
an'reements  made  in  connection  with  the  second  Peace  Conference 
at  'The  Hague  in  1907,  and  in  the  Declaration  of  London  in  1909. 
The  last-named  Declaration  had  not  been  ratified  by  any  one  of  the 
Great  I’owers  of  Europe,  it  is  true;  but,  as  is  formally  stated  in  the 
Declaration,  it  was  simply  an  expression  of  existing  conventional 
law,  so  that  it  did  no  more  than  embody  what  would  have  been  re- 
garded as  such  even  without  the  Declaration. 
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The  international  laws  of  sea  war,  existing  at  the  outbreak  of 
the  (ireat  War,  did  not,  in  any  way,  limit  the  rights  of  private  citi- 
zens of  neutral  countries  to  carry  on  their  trade  in  whatever  way 
they  chose,  but  was,  on  the  contrary,  only  intended  to  regulate  the 
right  of  belligerents  to  hamper,  for  their  purposes,  this  freedom  of 
trade.  Among  the  admittedly  legitimate  forms  of  restraint  that 
could  be  used  by  belligerents  were  the  blockade,  the  laying  down  of 
conditions  covering  contraband  of  war,  enemy  destination  and  ex- 
amination of  ships  and  cargoes.  The  Declaration  of  Paris  laid  it 
down  that  a blockade,  in  order  to  be  binding,  must  be  effective,  i.e., 
be  su])ported  by  a force  strong  enough  effectively  to  prevent  access 
to  the  blockaded  area.  The  Declaration  of  Imndon  extended  this 
rule  by  a stij)ulation  that  the  blockade  should  be  limited  to  ports 
and  coasts  belonging  to  or  held  by  the  enemy,  and  that  the  blockad- 
ing Power  should  not  be  allowed  to  prevent  access  to  neutral  ports 
and  coasts.  According  to  the  Declaration,  the  blockade  must  also  be 
enforced  impartiallv  against  the  flags  of  all  countries,  and  due  no- 
tice must  be  given  to  neutral  Powers. 

If  the  blockade  was  not  effective,  neutral  vessels  were  not  to  be 
kept  from  bringing  to  the  ports  of  a belligerent  any  kind  of  goods 
which  did  not  fall  under  the  designation  of  absolute  contraband  of 
war.  Consecjuently,  also,  so-called  conditional  contraband  might 
lawfully  be  imported,  under  the  condition,  it  is  true,  that  the  goods 
could  not  be  proved  to  be  destined  for  use  by  the  armed  forces  of  a 
belligerent  or  by  administrative  agents  or  purveyors  of  the  State. 
The  meaning  of  contraband  of  war  was  carefully  circumscribed  in 
the  Declaration  of  London.  Among  those  things  that  must  always 
be  regarded  as  absolute  contraband  were  arms,  projectiles  and  ex- 
])losives  for  war  use,  military  equipment,  animals  that  could  be  used 
for  war,  armor-])late,  men-of-war  and  parts  of  them,  instruments 
and  machinery  for  producing  war  materials,  etc.  Under  conditional 
contraband  of  war  were  listed  those  things  which  could  be  used  for 
])eaceful  as  well  as  military  purposes.  Some  of  them,  such  as  provi- 
sions, fodder,  money,  clothing,  textiles,  and  shoes  for  military  pur- 
})oses,  railway  materials,  vessels,  fuel,  and  lubricants,  could  always 
be  held  to  be  conditional  contraband.  As  to  other  things,  a previous 
notification  was  necessary.  Objects  and  materials  which  could  not  be 
used  for  war  purposes,  however,  were  on  no  condition  to  be  con- 
sidered contraband. 
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I’articularly  important  to  neutral  trade  were  the  rules  of  “con- 
tinuous voyage,”  i.e.,  the  question  whether  a cargo  destined  for  a 
neutral  consignee  in  a neutral  port,  there  to  be  discharged,  was  to 
be  protected  or  not,  in  case  it  could  be  shown  that  the  cargo  was,  as 
a matter  of  fact,  intended  to  be  forwarded  to  an  enemy  destination. 
According  to  the  Declaration  of  London,  absolute  contraband  with 
an  ultimate  enemy  destination  could  be  seized  even  if  consigned  to  a 
neutral  port  for  discharge ; while  conditional  contraband  was,  in  this 
case,  not  to  be  seized.  Even  if  seizure  did  take  place,  it  was  not  to  be 
definitive  without  being  endorsed  by  the  judgment  of  a Prize  Court. 

A necessary  consequence  of  these  rules  was  the  right  of  belliger- 
ents to  search  neutral  vessels,  in  order  to  make  sure  of  the  nation- 
ality, and  port  of  destination  of  the  vessel,  and  the  destination 
and  the  possibly  contraband  character  of  the  cargo.  The  right  of 
search  in  the  first  instance,  according  to  the  practice  of  interna- 
tional law,  simply  meant  a right  to  inspect  the  ship’s  papers.  If  these 
gave  cause  for  suspicion,  only  then  was  a search  of  the  vessel  and 
cargo  to  take  place.  Such  a search  ought  to  be  made  as  speedily  as 
possible,  and,  on  principle,  at  the  place  of  hail.  Only  if  suspicion  was 
very  strong,  and  if  a thorough  investigation  at  the  place  of  hail  was 
impossible  on  account  of  the  character  of  the  cargo,  the  weather  con- 
ditions or  want  of  time,  was  it  lawful  to  take  the  vessel  into  a port 
for  the  purpose  of  examination. 

The  General  Developments  in  Commercial  Policy  during  the  War. 

From  the  point  of  view  of  commercial  policy  the  War  meant  a 
radical  change-about  as  comj)ared  with  the  days  of  peace.  During 
those  hapj)ier  times  the  incessant  increase  of  production  and  the  dif- 
ficulties of  finding  markets  had  caused  exports  to  be  the  dominant 
interest  in  commercial  policy.  Now,  on  the  other  hand,  an  adequate 
su])ply  of  goods,  and  consequently  imports,  became  the  central 
desideratum.  In  order  to  protect  supplies  of  goods  within  the  coun- 
try, a number  of  export  prohibitions  were  issued,  and  it  was  made  a 
matter  for  government  decision  whether,  and  to  what  exent,  export- 
ing was  to  he  permitted.  In  order  to  increase  their  own  stocks  the 
helligerents  tried  to  draw  the  needed  goods,  at  any  price,  from  allied 
and  neutral  markets,  which  were  the  only  ones  still  open.  For  this 
purpose  inq)ort  duties  were,  to  a great  extent,  abolished;  and  there 
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was  an  exchange  of  goods  prohibited  of  export  by  the  home  coun- 
try, for  tliose  of  other  countries  which  were  subject  to  the  same 
restriction. 

If  tlie  neutral  States  of  Europe  were  able  to  maintain  their  j)osi- 
tion  of  neutrality,  their  situation  differed  widely  from  that  of  the 
belligerents.  True,  the  general  disorganization  of  the  world’s  trade 
must  necessarily  create  difficulties  for  neutrals  as  well  as  belliger- 
ents; their  imports  must  be  curtailed  by  dislocation  of  production 
and  by  export  prohibitions  on  the  part  of  belligerents.  The  attrac- 
tion which  the  belligerents  must  be  expected  to  bring  to  bear  on 
every  sort  of  goods  compelled  neutrals  to  adopt  measures  of  self- 
j)reservation,  in  the  shape  of  export  prohibitions.  But,  on  the  other 
hand,  ])roduction  could  largely  go  on  as  before ; the  exchange  of 
goods  between  neutrals  might  be  expected  to  remain  relatively  un- 
influenced by  the  War ; and  the  great  oversea  centers  of  production, 
the  United  States,  above  all,  might  be  reckoned  upon  for  supplies 
of  goods  which  could  no  longer  be  had  from  customary  European 
markets.  As  to  exports  to  belligerents,  prospects  ought  to  be  favor- 
able on  account  of  the  great  demand  and  the  disappearance  of  com- 
petition. A lucrative  carrying  trade  between  belligerents  was  also 
to  be  hoped  for. 

I'he  necessary  qualification  was  that  trade  should  be  allowed  to 
go  on  upon  the  lines  laid  down  by  pre-war  international  law.  At  the 
beginning,  this  also  appeared  to  be  possible,  as  both  Great  Britain 
and  Cfermany  expressed  their  adherence,  on  principle,  to  what  was 
regarded  by  neutrals  as  the  fundamental  rules  of  international  law. 
d’he  prize  law  regulations  issued  by  Germany  in  August,  1914,  were, 
in  almost  every  j)oint,  in  accordance  with  the  Declaration  of  Lon- 
don ; and  the  British  Government,  in  an  Order  in  Council  of  August 
20,  1911,  also  declared  its  intention  to  be  governed  by  the  same 
rules,  with  certain  modifications.  But  the  hopes  of  neutrals  were  soon 
to  be  shown  to  be  illusory ; and  the  change  in  things  was  rapid  when 
the  belligerents  found  it  was  impossible  for  them  to  be  victorious 
simply  by  the  use  of  military  means.  The  War,  then,  largely  became 
a trial  of  endurance,  covering  almost  all  fields  of  social  life.  In  this 
struggle  it  became  of  vital  importance  to  cut  the  enemy  off  from 
sup[)lies  from  the  outside,  in  order,  thereby,  to  undermine  his  eco- 
nomic life  as  a whole.  The  effort  was,  in  other  words,  directed 
toward  overwhelming  the  entire  population  of  the  enemy,  the  civil 
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no  less  than  the  military.  The  starvation  of  the  enemy,  the  general 
economic  embargo,  became  the  final  object  of  economic  war. 

It  is  clear  at  once  that  a war  with  so  vast  an  objective  could  not 
be  limited  by  the  rules  of  international  law,  as  above  outlined.  Only 
on  the  hypothesis  of  an  effective  blockade  could  belligerents  be  al- 
lowed, according  to  those  rules,  to  isolate  the  enemy  from  contact 
with  the  outer  world.  But  during  the  World  War  the  conditions  for 
such  a blockade  did  not  exist.  It  is  necessary  to  keep  this  in  view  to 
understand  actual  developments.  Belligerents  neither  wanted  nor 
wished  to  strike  at  neutrals.  But  international  law,  as  understood 
by  neutrals,  became  a distinct  hindrance  to  the  aims  of  belligerents. 
Consequently,  the  rules  of  international  law  must  be  modified  ac- 
cording to  the  changed  conditions  or,  as  it  was  said,  by  the  re- 
quirements of  modern  war  and  its  new  methods.  In  the  eyes  of  the 
belligerent  peoples,  fighting  for  their  lives,  the  contraventions  of 
international  law  were  considered  unavoidable  consequences  of  the 
conflict;  it  appeai’ed  a question  of  subordinate  importance  if  neu- 
trals suffered,  as  neutrals  would,  in  any  case,  have  little  to  complain 
of  as  compared  with  the  sufferings  and  sacrifices  beneath  which  they 
were,  themselves,  groaning  and  bleeding  to  death. 

But,  it  goes  without  saying,  neutrals  could  not  here  see  eye  to  eye. 
In  their  opinion,  international  law,  built  up  by  the  efforts  of  cen- 
turies had,  in  the  first  place,  been  created  to  protect  the  interest  of 
those  not  at  war.  The  belligerents,  having  in  earlier  times  professed 
adherence  to  the  principles  of  international  law,  ought  not  now  to 
render  them  jjowerless  by  arbitrary  measures,  and  allow  their  blows 
at  the  enemy  to  fall  upon  innocent  third  parties. 

The  first  tendency  to  put  the  rules  of  international  law  out  of 
court  aj)peared  at  an  early  stage  of  the  War.  These  tendencies  be- 
came more  powerful,  first  among  the  belligerents.  But,  in  time,  they 
came  to  influence  public  opinion  even  in  neutral  countries.  As  the 
struggle  grew  more  and  more  bitter,  and  its  consequences  made 
themselves  increasingly  felt,  considerations  due  to  neutrals  were 
more  and  more  thrown  overboard.  In  this  way  the  orld  ar  cre- 
ated a series  of  controversies  between  belligerents  and  neutrals.  The 
deciding  factor  in  this  long  conflict  was  the  fact  that  those  neutral 
States  which  suffered  most  were  lacking  in  the  resources  necessary 
to  command  respect  for  their  international  rights,  as  understood  b}" 
themselves.  Neutrals,  consequently,  had  to  give  way,  ste]i  by  step. 
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before  su})erior  force.  Their  protests,  made  again  and  again,  some- 
times combined,  sometimes  individually,  finally  became  useless,  as 
they  were  unable  to  put  jiower  behind  their  words.  They  bad  to  give 
u})  one  position  after  another,  and,  in  the  end,  under  ever  increasing 
difficulties  and,  though  aided  by  all  their  powers  of  diplomacy,  sub- 
mit to  the  will  of  the  belligerents  and  frame  their  commercial  policy 
according:  to  new'  conditions. 

d’he  sketch  which  follows  shows  this  development  in  its  broad  lines 
during  different  periods  of  the  War.  In  this  chapter  I shall  indicate 
only  some  fundamental  differences  in  the  geographical  and  military 
situation  between  the  Allied  and  the  Central  Powers,  in  order  to 
ex])lain  the  difference  in  the  methods  employed  by  the  two  groups. 

I’hrough  their  strength  at  sea  the  Allied  Powers,  with  Great 
Rritain  at  their  head,  had  in  their  hands  the  keys  to  the  great  over- 
seas ])roducing  centers.  It  was  from  the  supplies  in  these  countries, 
in  the  first  })lace,  that  the  Allies  wished  to  cut  off  the  Central  Pow- 
ers. iVs  the  German  fleet  defended  the  North  Sea  coast  of  Germany, 
inside  Heligoland,  and  practically  commanded  the  lialtic,  Germany 
could  not,  however,  he  cut  off’  by  a blockade,  under  the  rules  of  inter- 
national law.  On  the  other  hand,  it  was  possible  for  Great  Britain 
to  bar  the  Channel  and,  by  a line  of  patrols — beyond  the  reach  of 
the  German  fleet  in  the  North  Sea,  and  stretching  from  the  British 
Isles  to  the  west  coast  of  Norway — prevent  access  to  all  countries 
so  cut  off.  But  this  included  not  only  Germany  hut  also  her  neutral 
neighbors,  Holland  and  the  Scandinavian  countries — Sweden,  Den- 
mark, and  Norway. 

These  geographical  factors  made  it  necessary  for  Great  Britain 
to  gain  control  over  the  commerce  of  these  neutral  countries;  for 
only  in  that  case  could  the  imports  of  Germany  from  beyond  the 
sea  he  regidated  and  limited.  Por  this  purpose  Great  Britain  estab- 
lished a new  form  of  commercial  blockade,  indirectly  aimed  at  neu- 
tral countries,  too;  and  this  blockade  became  more  and  more  effi- 
cient. 

''I'he  commercial  war  waged  by  the  Central  Powers  took  another 
form.  'Pheir  inferiority,  on  the  sea,  gave  them  even  smaller  chance 
to  blockade  the  enemy’s  coast,  along  the  lines  of  international  law. 
But  they  tried,  none  the  less,  to  create  a blockade  of  their  opponents. 
Tlieir  princi])al  weapon  was  the  submarine.  At  the  same  time  the 
Central  Powers  made  the  same  changes  as  did  the  Allies  in  the  rules 
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governing  contraband  of  war,  continuous  voyage,  right  of  search, 
etc.  The  submarine  campaign,  also,  was  more  and  more  directed 
against  neutrals.  The  losses  in  vessels,  cargoes,  and  human  life 
caused  by  it  meant  extremely  serious  consequences  from  a neutral 
point  of  view.  But,  however  brutally  the  submarine  war  may  have 
been  waged,  the  blockade  maintained  by  the  Allies,  from  the  point 
of  view  of  commercial  policy,  was  even  more  damaging.  The  reason 
lay  in  the  fact  that  the  line  of  German  submarines,  in  contrast  with 
the  British  line  of  patrol,  was  situated  between  the  neutrals  and  the 
enemy,  so  that  Germany,  in  her  efforts  to  keep  supplies  from  Brit- 
ain, could  turn  directly  against  the  exports  of  neutrals,  but  lacked 
reasons  for  preventing  their  imports.  Even  more  important  was  it 
that  Germany  lacked  the  ability  to  control  the  overseas  trade  of  the 
neutrals. 

The  position  of  the  neutrals  was  further  weakened  through  the 
diminishing  of  their  number,  as  one  country  after  another  was 
drawn  into  the  vortex  of  the  War.  By  1915  six  of  the  Great  Euro- 
})ean  Powers  had  entered  it;  and  when,  in  1917,  the  last  of  the  great 
neutral  Powers,  the  United  States,  also  became  a belligerent,  the 
most  powerful  mouthpiece  of  neutral  interests,  and  the  only  one 
commanding  the  necessary  resources  for  making  her  influence  felt, 
was  silenced. 

The  scarcity  of  goods,  naturally  following  from  the  War  and  in- 
creased by  the  blockades  and  other  measures  of  the  belligerents,  in 
time  also  created  a real  dearth  in  neutral  countries.  The  cry  for  goods 
made  itself  more  and  more  heard,  and  the  question  of  supplies  be- 
came the  central  jjroblem  of  neutral  commercial  policy.  Under  the 
influence  of  this  the  question  of  exports  fell  into  the  background, 
though  it  did  not  cease  to  create  serious  troubles  at  times.  In  this 
situation  the  resources  in  goods  and  tonnage  of  the  neutrals  became 
their  most  important  weapons  of  defense  in  the  commercial  war. 

I'his  necessitated  so  many  measures  for  regulating  the  economic 
life  of  the  State  that  toward  the  end  of  the  War  they  came  to 
dominate  the  whole  field  of  commercial  policy.  Countries  had 
guarded  themselves  with  export,  import,  and  tonnage  restrictions  of 
all  possible  sorts;  and  free  international  intercourse  and  exchange 
had  all  but  disappeared  and  given  place  to  a motley  group  of  ad- 
ministrative measures  of  interference  and  State  control. 


CHAPTER  II 

THE  FIRST  HALF-YExVR  OF  WAR 


Sweden’s  Declaration  of  N entredity . 

W HEN  war  broke  out  opinion  was  practically  unanimous  in  Sweden 
as  to  the  course  to  be  followed.  For  one  hundred  years  the  country 
had  been  maintaining  a consistent  neutrality  and  had  been  able  to 
enjoy  uninterrupted  peace.  The  ties  connecting  Sweden  with  the  in- 
tellectual life  of  the  leading'  countries  of  both  belligerent  groups 
had  of  old  been  strong,  and  intimate  commercial  relations  existed 
with  both.  As  to  the  second  point,  it  may  be  enough  to  point  out  that 
Germany  and  Great  Rritain  were  the  two  countries  which  held  the 
foremost  places  in  Swedish  foreign  trade.  Of  the  imports  of  Sweden 
normally  one-third  came  from  the  first  and  one-fourth  from  the 
second ; and,  of  Swedish  exports,  one-fifth  went  to  Germany  and 
from  one-third  to  one-fourth  to  Great  Rritain.  The  natural  love  of 
peace  of  the  Swedish  people  and  the  traditional  character  of  Swed- 
ish foreign  policy,  as  well  as  the  material  interests  of  the  country, 
consequently  led  Sweden  to  keep  out  of  the  War  if  possible;  only 
in  self-defense  did  the  nation  expect  even  to  consider  any  change 
in  this. 

In  complete  agi'eement  with  the  dominant  public  opinion  the 
Government,  with  Hj.  Hammarskjold  at  its  head  and  K.  A.  Wallen- 
berg as  Minister  of  Foreign  Affairs,  hastened  to  give  public  procla- 
mation to  the  neutrality  of  Sweden  during  the  War.  The  govern- 
ments of  the  two  remaining  Scandinavian  countries,  Norway  and 
Denmark,  acted  likewise.  In  order,  at  the  same  time,  to  emphasize 
the  mutual  love  of  peace  between  the  countries  of  the  Scandinavian 
peninsula,  the  Declarations  of  Neutrality  were  supplemented  by  a 
declaration  to  the  effect  that  the  governments  of  Sweden  and  Nor- 
way had  exchanged  binding  assurances  that  would  keep  the  state  of 
war  in  Europe  from  leading  either  of  these  countries  to  take  meas- 
ures against  the  other.  These  declarations  were  greeted  with  lively 
satisfaction  both  in  the  Swedish  Parliament  and  in  the  country  at 
large.  This  made  it  clear  to  everyone  that  the  Swedish  people  were 
unanimous  in  upholding  the  policy  of  neutrality.  Rut  the  nation 
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was,  at  the  same  time,  fully  resolved  to  defend  its  neutrality  to  the 
utmost,  and  to  tolerate  no  infringements  ujion  the  independence  and 
vital  interests  of  the  country. 

With  the  proclamation  of  neutrality  as  the  guiding  principle  of 
Swedish  action  during  the  War,  the  line  of  commercial  policy  was 
also  forecast.  Commercial  relations  ought  to  be  maintained  with  both 
sides,  with  liberty  of  action  and  no  entangling  ties  with  either  of  the 
belligerents.  It  was  clear  from  the  very  first  that  this  would  create 
difficulties.  The  exposed  geographical  position  of  Sweden,  lying  in 
the  immediate  vicinity  of  the  belligerents  and  at  the  very  meeting- 
point  of  their  spheres  of  action, — between  the  Baltic,  governed  by 
tlie  German  fleet,  and  the  North  Sea,  dominated  by  the  British, — 
clearly  foreshadowed  trouble. 

In  this  ])osition  the  Hammarskjold  Government  from  the  first 
})laced  itself  on  what  it  regarded  as  the  basis  created  by  interna- 
tional law.  International  law  must  outline  a neutral’s  commercial 
libort}^  of  action  in  time  of  war,  and  its  rules  were  regarded  as  bind- 
ing upon  belligerents  as  well  as  neutrals.  Sweden  was  ready  to  ful- 
fill the  obligations  created  for  a neutral  by  these  rules,  in  accord- 
ance with  her  declaration  of  neutrality  solemnly  given ; but  she  also 
considered  she  possessed  the  corresponding  right  to  enjoy  the  ad- 
vantages guaranteed  b}'^  that  same  international  law. 

This  fundamental  view  of  the  part  to  be  played  by  international 
law  the  Swedish  Government  shared  with  the  governments  of  the 
other  neutral  countries.  But  she  stressed  this  attitude  more  than  those 
other  countries.  To  the  Swedish  Government  it  was  the  duty  of 
Sweden  as  a neutral  State  to  work,  even  to  the  extent  of  making  sacri- 
fices, “to  preserve”  as  King  Gustavus  V said  at  the  opening  of  Par- 
liament in  1916  “the  heritage  of  international  law  which  had  been 
won  by  the  efforts  of  centuries,  and  in  which  Sweden  had  played  an 
effective  and  honorable  part,”  and  to  contribute  to  the  maintenance 
of,  and  ol)edienco  to,  the  rules  of  international  law  as  they  had  been 
hitlierto  accepted.  Sucb  a j)olicy  the  Swedish  Government,  at  the 
same  time,  regarded  as  the  most  certain  means  of  defending  the 
honor  of  the  country,  its  independence  during  the  War,  and  its  fu- 
ture inde])cndcnce  in  the  economic  and  commercial  field. 

d'his  principle  was  adhered  to  in  every  way.  The  Ilammarskjold 
Government  did  not  limit  itself  to  ])rotests  when  the  ])rinciples  of 
international  law  were  considered  to  be  infringed  by  the  belliger- 
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cuts ; the  Government,  at  the  same  time,  tried  to  the  utmost  to  avoid 
making  any  agreements  or  arrangements  which  were  not  consonant 
with  this  fundamental  concept,  and  avoid  doing  anything  that  Avould 
imply  that  measures  not  in  accordance  with  international  law  had 
been  agreed  to  by  Sweden,  even  though  only  indirectly.  In  ])refer- 
ence  the  Swedish  Government  gave  up  advantages  which  might  have 
been  gained  through  an  infringement  of  the  law,  making,  at  the  same 
time,  a firm,  if  passive  resistance;  and  when  concessions  became,  at 
last,  unavoidable,  such  concessions  were  limited  to  the  utmost. 

Thus,  the  defense  of  international  law  became  the  distinctive 
mark  of  Swedish  commercial  policy  during  the  first  years  of  the  War. 
It  is  necessary  to  keep  this  in  mind,  if  the  attitude  of  Sweden  toward 
the  two  belligerent  groups  is  to  be  understood.  What  was  regarded 
or  interpreted  l)y  one  side  as  favors  to  the  other  must  he  seen  in  the 
light  of  this  principle  consistently  upheld,  or  as  conditioned  by  the 
geographical  position  or  commercial  situation  of  Sweden. 

'rhe  Period  Following  the  Outbreak  of  the  War. 

The  outbreak  of  hostilities  at  once  brought  Sweden’s  foreign  sail- 
ings and  trade  to  a standstill.  The  unexpectedness  of  a general  out- 
break of  war,  the  danger  that  the  country  might,  against  its  will,  be 
forced  into  it,  the  insecurity  caused  by  the  mine  laying  and  other 
measures  of  the  belligerents,  military  operations  impending  in  wa- 
ters around  the  Scandinavian  Peninsula,  and  other  such  factors 
had,  in  themselves,  been  sufficient  to  explain  the  paralysis  of  the  first 
moment.  But  they  were  strengthened  for  very  real  reasons  by  the 
stoppage  of  navigation,  the  paying  off  of  crews  on  account  of  mo- 
bilization and,  before  everything  else,  the  fact  that  normal  marine 
insurance  did  not  cover  the  new  risks  which  lay  in  mines  and  military 
operations  generally. 

Swedish  vessels  abroad,  not  in  neutral  harbors,  made  haste  to  get 
home;  and  during  the  first  part  of  August,  1914,  hardly  a single 
Swedish  vessel  put  to  sea  for  any  lengthy  voyage.  There  was  a gen- 
eral decision  to  ])lay  a waiting  game,  in  view  of  the  peace  which  might 
be  expected  within  a few  months. 

At  the  outbreak  of  war  Sweden  possessed  an  extensive  merchant 
marine.  I)  uring  the  last  decades  of  the  nineteenth  century,  Swedish 
shipping  in  the  North  Sea  and  the  Baltic  had  made  great  progress, 
and  regular  lines  to  Great  Britain,  F^rance,  and  Germany  had  been 
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established.  Tlie  decade  immediately  preceding  the  War  marked  the 
rise  of  Swedish  transoceanic  shipping.  Besides,  a considerable  num- 
ber of  tramp  lines  had  been  set  going  between  Sweden  and  the  IMedi- 
terranean,  America,  South  Africa,  the  Far  East,  and  Australia, 
hlxchanges  of  goods  could,  consequently,  be  made  to  a considerable 
extent  in  Swedish  vessels,  which  became  of  so  much  more  ini})or- 
tance  during  the  War,  as  foreign  tonnage  in  an  ever  increasing  de- 
gree ceased  to  call  at  the  ports  of  Sweden.  And  the  thing  that  made 
decisively  for  a renewal  of  economic  life,  after  the  first  stupefaction 
following  upon  the  outbreak  of  war  was  that  shipping  connections, 
the  arteries  for  the  flow  of  goods  into  and  out  of  the  country,  were 
again  made  to  function.  This  could  not  be  done,  however,  without  an 
organization  for  marine  insurance,  and  here  the  assistance  of  the 
State  was  necessary.  In  fact,  the  State  took  it  upon  itself  to  ensure 
against  war,  under  certain  conditions ; a Roval  Decree  was  issued 
on  August  17,  1914,  and  on  the  same  day  the  State  War  Insurance 
Commission  was  established.  Thanks  to  this  intervention  of  the  State 
and  the  efforts  of  Swedish  shipowners  themselves,  life  and  movement 
soon  was  revived  in  Swedish  ports.  Shipping  was  already  moving 
and  most  actively,  in  the  beginning  of  September ; and  it  was  shap- 
ing it.self  after  the  conditions  created  by  the  War. 

ddie  greatest  difficulties  at  this  stage  came  from  the  mines  of  the 
belligerents.  These,  and  those  laid  by  Germans  in  particular,  had  a 
much  greater  extent  than  during  previous  wars.  They  were  laid 
along  the  coasts  of  the  enemy  as  well  as  in  the  oj)en  sea,  and  not  only 
led  to  the  destruction  of  neutral  ships  and  cargoes — (the  first  Swed- 
ish vessel  was  blown  off  the  British  coast  on  September  1914)  — 
but  also  meant  delays  and  increased  expenditure,  because  it  became 
largely  and  troublingly  necessary  to  alter  trade  routes. 

Other  difficulties  soon  followed.  As  the  direct  relations  between 
the  Central  Bowers  and  the  great  centers  of  production  oversea  had 
already  become  greatly  hampered,  Germany  made  the  most  of  the 
chances  ojien  to  her,  to  provide  herself  with  the  necessary  goods  via 
neutral  teridtory,  and  to  export  her  excess  of  goods  in  the  same  way. 
9’he  countries  es])ecially  available  for  tbis  purpose  were  Holland, 
Denmark,  and  Sweden.  From  their  German  connections  business 
men  in  these  countries  received  numerous  requests  to  become  middle- 
men between  Germany  and  the  rest  of  the  world;  and  many  German 
commercial  agencies  and  branch  offices  in  neutral  countries  grew  up 
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for  tlie  same  purpose.  In  this  Avay  an  important  carrying  trade  via 
neutral  countries  was  created  during  the  first  montlis  of  the  War 
and  handled  commodities  like  cereals,  mineral  oil,  copper,  tin,  nickel, 
and  jute. 

''rhis  carrying  or  transit  trade  to  the  Central  Powers,  which  was 
considered  hy  neutrals  as  altogether  lawful  and  legitimate  within 
the  limits  drawn  up  by  the  Declaration  of  London,  very  soon,  how- 
ever, was  regarded  with  suspicion  and  disfavor  by  the  Allies.  Al- 
ready, about  the  end  of  September  and  the  beginning  of  October, 
French  and  English  pajjers  contained  hints  or  complaints  that,  in 
the  case  of  various  goods,  the  North-European  neutrals,  like  Swe- 
den, were  acting  as  middlemen  for  German  commodities.  Such  com- 
plaints swelled  in  number  and  strength,  and  the  authorities  of  Allied 
countries  took  measures  to  prevent  this  trade  by  a stricter  control 
over  shipments  to  these  neutral  neighbors  of  Germany.  The  gradual 
break-up  in  the  rules  of  international  law  had  thereby  begun. 

The  Beginning  of  the  Break-Up  of  the  Maritime  Taxes  of  War. 

In  the  Order  in  Council  of  August  20,  1914,  in  which  the  British 
Government  expressed  its  adherence  in  principle  to  the  Declaration 
of  London,  some  modifications  of  these  rules  had  been  made  and  they 
were  far  from  insignificant.  The  most  important  stipulated  that 
conditional  contraband  might  be  seized  whenever  the  goods  had  an 
enemy  destination,  even  if  such  goods  were  to  be  discharged  in  a 
neutral  port.  This  meant  a considerable  extension  of  the  principle 
of  continuous  voyage.  The  next  step  in  the  same  direction  consisted 
in  an  increase  of  the  scope  of  conditional  contraband.  The  contra- 
band lists  published  by  Britain  on  August  4,  1914,  had  closely  ad- 
hered to  the  lines  of  the  Declaration  of  London.  On  September  21, 
1914,  the  list  was,  however,  broadened  first,  by  the  inclusion  under 
conditional  contraband  of  a number  of  articles  which  had  been 
put  upon  the  free  list  in  the  Declaration  of  London,  and  which 
were,  consequently,  under  no  condition,  to  be  considered  as  contra- 
band ; and,  second,  of  commodities  which  were  not  mentioned  in  the 
Declaration,  such  as  raw  copper,  lead  in  bars  or  tubes,  lead  sheets, 
rubber,  hides,  skins,  and  iron  ore. 

The  declaring  of  iron  ore  contraband  touched  Swedish  interests 
very  closely,  as  iron  ore  constituted  one  of  the  great  exports  of 
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Sweden ; and,  above  all,  it  was  an  export  with  a German  destination. 
As  such  exports  from  the  north  of  Sweden  consisting  of  magnetite, 
principally  went  via  Narvik,  in  Norway,  to  Antwerp  and  Rotter- 
dam, for  transshipment  to  Germany,  the  new  Declaration  meant  the 
blocking  of  this  export  for  some  time.  Negotiations  were  immedi- 
ately entered  into  with  the  British  Government,  however,  and  they 
led  to  iron  ore’s  being  struck  from  the  contraband  list.  After  that 
shipments  by  the  North  Sea  could  go  on  again.  When  the  British 
contraband  lists  were  revised  a second  and  a third  time  in  the  course 
of  the  autumn  of  1914),  magnetite  was  not  included.  But,  in  other 
respects,  the  lists  were  considerably  extended ; and,  in  particular, 
the  number  of  commodities  listed  as  absolute  contraband  was  greatly 
increased. 

d'o  this  extension  of  the  British  rules  of  contraband  was  added  a 
new  practice  with  regard  to  the  capture  of  neutral  vessels,  which  was 
worked  out  during  the  autumn  months  of  1914).  According  to  this 
})ractice  British  war  vessels,  instead  of  making  their  search  in  the 

0] )en  sea,  took  the  ship  to  a British  harbor,  and  there  examined  its 
])a}jers  and  the  character  of  its  cargo.  If  a cargo  thus  treated  was  to 

1) e  allowed  to  continue  its  voyage  to  the  port  of  destination,  the 
British  then  claimed  that  all  assurance  should  be  given  that  the 
cargo  was  intended  for  consumption  in  the  neutral  country  of  des- 
tination and  would  not  be  reexported. 

I’his  system,  creating  individual  engagements  against  reexporta- 
tion, was  given  the  character  of  a formal  enactment  by  the  Order  in 
Council  of  the  British  Government  of  October  29,  1914),  an  Order 
ini]K)rtant  in  ])rincij)le  as  well  as  in  practice.  In  it,  it  was  declared 
that  conditional  contraband  in  a vessel  destined  for  a neutral  port 
might  be  seized  if  the  goods  were  consigned  to  order,  or  if  the  ships’ 
])apers  did  not  show  the  consignee,  or  if  they  showed  a consignee 
within  a country  belonging  to  or  occupied  by  the  enemy.  It  was  fur- 
ther sti])ulated  that  in  these  cases  the  owner  of  the  cargo  must  prove 
its  non-enemy  destination ; and,  thereby,  the  rule  of  the  Declaration 
of  I.ondon  as  to  the  fnll  evidential  power  of  the  ships’  papers  was 
set  aside.  By  this  Order  in  Council  the  restrictive  cpialifications  of 
the  theory  of  continuous  voyage,  which  had  been  regarded  as  valid 
with  regard  to  conditional  contraband  according  to  international 
law,  were  in  important  respects  nnllified. 

.\s  tbe  next  step  in  the  plan,  on  the  ])art  of  Britain,  to  drive  neu- 
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tral  shipping  into  one  particular  channel — (in  order  to  facilitate 
and  strengthen  British  control) — ^the  neutral  countries  drasticall_y 
criticized  this  Order  of  the  British  Admiralty  of  November  2,  191-i. 
Referring  to  the  mines  laid  by  Germany,  this  Declaration  })ro- 
claimed  the  whole  North  Sea  to  be  a military  area,  and  within  this 
area  all  merchant  and  fishing  vessels  became  subject  to  the  greatest 
dangers  from  mines  and  the  operations  of  war  vessels.  Consequently^ 
notice  was  given  that  ships  could  not,  without  great  risk,  take  the 
route  to  the  north  of  Scotland.  Instead,  shijiping  would  be  directed 
along  a certain  route  across  the  North  Sea  from  Norway  to  Scot- 
land, then  along  the  British  east  coast,  and  from  there  westward 
through  the  Channel. 

On  the  part  of  Germany'  certain  steps  unfavorable  to  neutral 
trade  were  also  taken  during  the  autumn.  In  October  German  patrol 
shi})s  in  the  Baltic  began  to  seize  neutral  vessels  and  take  them  into 
German  ports  for  search;  that  is,  to  take  measures  analogous  to 
those  of  the  British.  On  the  other  hand,  Germany  did  not,  during 
this  ]>eriod,  enlarge  the  rules  of  contraband,  except  by'  adding  new 
commodities  to  the  list  of  conditional  contraband  on  October  18,  on 
November  28,  and  on  December  11. 

In  the  middle  of  August,  1911,  the  German  Government  had  de- 
clared that  })it-pro])s  were  to  be  considered  as  fuel,  which  was  con- 
ditional contraband  according  to  the  Declaration  of  London.  The 
extension  of  the  list  of  contraband  in  November  put  every^  kind 
of  dressed  lumber  under  conditional  contraband.  The  reason  friven 

O 

was  that  dressed  lumber  was  used  in  England  for  barracks  for  the 
new  troo})s,  and  in  France  for  dugouts  and  artillery^  emplacements. 
i\s  dressed  lumber  was  the  most  important  article  of  export  of  Swe- 
den and  most  of  it  usually  went  from  the  northern  ports  of  the  coun- 
try via  the  Gulf  of  Bothnia  through  the  Baltic,  and  Sound,  and  the 
North  Sea  to  British  and  French  ports,  this  declaration,  which  put 
an  end  to  such  traffic  for  the  time  being,  created  serious  disturl)- 
ances.  Negotiations,  therefore,  were  entered  into  with  Germany.  As 
to  their  conclusion,  in  the  spring  of  1915,  more  will  be  said  fur- 
ther on. 

It  goes  without  saying  that  the  Swedish  Government,  like  those  of 
other  neutral  countries,  beheld  these  changes  in  the  rules  of  the  laws 
of  sea  war  with  anxiety.  On  account  especially  of  the  British  Ad- 
miralty Order  of  November  2,  making  the  North  Sea  a theater  of 
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war,  deliberations  were,  at  the  initiative  of  the  Swedish  Government, 
begun  in  Stockholm  with  a view  to  taking  united  action  for  the  de- 
fense of  neutral  commerce  and  shipping;  and  on  November  12, 
1914,  the  Swedish,  Norwegian,  and  Danish  governments  agreed 
u})on  identical  notes  of  ])rotest,  which  were  handed  to  the  representa- 
tives of  Great  Britain,  France,  Russia,  and  Germany,  in  the  three 
northern  capitals.  After  having  shown  the  importance  of  the  preser- 
vation of  international  law,  not  merely  for  the  sake  of  those  nations 
that  were  neutrals  for  the  time  being,  but  for  all  nations,  a number 
of  particularly  important  principles  were  laid  down  in  the  follow- 
ing terms : 

A serious  danger  is  menacing  neutral  trade  because  of  the  spreading 
of  mines  on  the  groat  trade  routes  of  the  sea.  The  placing  of  mines 
without  due  consideration  for  peaceful  shipping  is  clearly  contrary  to 
the  rights  of  neutrals,  and  has  not  only  resulted  in  great  material  de- 
struction loss  but  also  in  heavy  losses  of  human  life. 

The  freedom  of  the  seas  and  the  inalienable  right  of  neutrals  to  make 
use  of  all  routes  open  to  general  commerce  have  also  been  reduced  and 
limited  by  demands  designed  to  compel  neutral  vessels  to  follow  distinct 
routes  and  call  at  certain  ports,  in  spite  of  the  fact  that  neutral  powers 
have  not  given  legitimate  cause  for  suspicion  which  might  explain  and 
much  less  justify  such  restrictions. 

Contraband — absolute  as  well  as  conditional — has  changed  its  mean- 
ing, in  part  it  has  been  extended  out  of  all  proportion,  which  consti- 
tutes an  encroachment  upon  the  rights  of  neutrals. 

By  applying  the  principle  of  continuous  voyage  and  presumptions 
unfavorable  to  neutrals,  conditional  contraband  has,  as  a matter  of 
fact,  been  placed  upon  the  same  footing  as  absolute  contraband,  a new 
measure  fraught  with  the  most  serious  consequences. 

With  regard  to  search  and  capture  of  vessels  rules  which  have  been 
generally  accepted  for  centuries  have  been  set  aside.  This  means  loss 
of  time  to  legitimate  trade  and  consequently  heavy  expenses. 

In  the  measures  here  pointed  to — and  they  do  not  stand  alone — there 
can  be  seen  an  aim  to  control  the  trade  of  neutral  countries  in  a way 
which  is  incompatible  not  only  with  the  rights  of  neutrals,  but  also  with 
their  duties. 

'This  note  of  protest  nia}^  possibly  have  contributed  to  the  fact 
that  the  route  north  of  Scotland  was  not  really  blocked;  and  most 
Scandinavian  ships  bound  west  continued  to  follow  it. 
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Obstacles  in  the  Way  of  Swedish  Iviports. 

Growing  directly  out  of  the  outbreak  of  war,  the  Swedish  Goverii- 
inent  had  issued  a number  of  export  prohibitions,  covering  arms, 
ammunition  and  other  war  materials,  coal  and  mineral  oils,  cereals, 
etc.  These  prohibitions,  at  the  beginning,  did  not  cover  transit 
goods,  however.  W^ithout  particular  licenses,  goods,  even  if  under 
export  prohibition  in  Sweden  might,  consequently,  pass  through 
Sweden  to  Germany  if  reconsigned  or  reloaded  in  a Swedish  port 
without  entering  the  country.  This  limitation  of  the  scope  of  Swed- 
ish export  prohibitions  soon  gave  rise  to  difficulties,  especially  with 
regard  to  imports  of  grain.  The  need  in  Sweden  for  foreign  supplies 
of  cereals  varies  witli  the  quality  of  the  harvest,  but  may,  in  general 
terms,  be  said  to  amount  to  about  one-third  of  the  total  annual  con- 
sumption of  cereals,  or  about  300,000  tons.  Before  the  War  im- 
ported grain  came  principally  from  neighboring  European  coun- 
tries like  Germany,  Russia,  and  Denmark.  The  War  blocked  access 
to  these  markets,  and  it  now  became  necessary  to  turn  to  other 
quarters,  such  as  the  United  States,  Argentina,  and  Australia. 

Ry  Great  Britain,  however,  it  was  now  made  clear  that  unhani- 
])ered  imports  of  cereals  were  not  to  be  expected  by  Sweden  unless 
security  was  given  as  to  the  impossibility  of  reexport. 

As  imports  of  cereals  were  of  vital  importance  to  the  country, 
Sweden  on  October  12,  1914,  made  a declaration  to  Great  Britain 
to  the  effect  that  overseas  imports  of  grain,  reaching  Sweden  in  com- 
])lete  agreement  with  the  rules  of  international  law,  were  called  for 
by  the  needs  of  the  country  itself,  and  that  exports  of  imported 
cereals  to  any  belligerent  would  not  be  allowed.  Shortly  before,  on 
October  9,  the  Swedish  Government  had  issued  instructions  making 
the  ex])ort  prohibitions  extend  to  transit  goods  coming  into  Swedish 
harbors,  with  the  exception  only  of  goods,  the  final  destination  of 
which  was  made  clear  by  the  papers  acconq)anying  them. 

Sujiplies  of  cereals  were  thus  secured  for  the  two  following  years 
and  were  allowed  to  come  in  till  the  autumn  of  1916  without  being 
stopped  by  the  Allies.  This  favorable  result  was  helped  to  a great 
extent  by  the  fact  that  importing  had  been  taken  over  by  an  agency 
of  the  Swedish  State,  and,  consequently,  put  under  State  control. 
Practically  no  exports  of  cereals  or  flour  occurred  all  through  the 
War. 
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Oil  the  other  hand,  Sweden,  before  tlie  War,  had  been  exporting 
an  excess  of  animal  foods,  principally  butter  and  pork,  which 
largely  went  to  England,  and  of  other  meats,  the  greater  part  of 
which  went  to  Germany.  These  exports  of  pork  and  other  meats  in- 
creased enormously  after  the  outbreak  of  war,  and  such  exports,  as 
well  as  those  of  butter,  which  were  also  considerable,  on  account  of 
the  high  prices  and  the  less  risky  transport  conditions,  found  their 
way  almost  exclusively  to  the  Central  Powers.  The  exports  of  meats, 
which  culminated  in  the  autumn  of  1914  and  the  first  part  of  1915, 
then  gradually  diminished,  and  disappeared  altogether  during  the 
general  scarcity  of  food  in  1917. 

The  (piestion  of  grain  imports  having  been  settled  as  just  de- 
scribed, new  difficulties  soon  arose  in  connection  with  the  control  of 
overseas  shipping  which  had  been  established  by  Great  Britain  in 
the  course  of  the  autumn  of  1914.  According  to  this  new  practice, 
one  homeward-hound  ship  after  another  was  stopped  by  the  British 
naval  forces  when  skirting  the  British  Isles,  and  was  taken  to  a 
British  j)ort  to  have  its  cargo  examined.  Goods  covered  by  Swedish 
ex])ort  2)rohibitions  could,  in  some  cases,  be  vouched  for  by  the 
Swedish  Minister  in  Imndon.  Goods  which  were  free  of  export  from 
Sweden,  on  the  other  hand,  had  to  be  covered  by  a declaration  made 
on  the  honor  of  the  owner,  that  there  would  be  no  reexport,  which 
declaration  was  to  be  delivered  to  the  British  authorities  through 
the  agency  of  the  Swedish  Legation  in  London. 

This  procedure  clearly  meant  trouble  for  shipping.  Shipowners 
as  well  as  owners  of  cargoes  became  subject  to  expenses  and  losses 
when  ships  were  taken  into  British  ports  and  especially  on  account 
of  the  loss  of  time  before  goods  were  set  free.  Consequently,  imports 
were  delayed  and  their  cost  increased. 

To  avoid  such  obstacles,  and  especially  to  make  some  arrangement 
by  which  individual  declarations  might  be  made,  so  far  as  possible, 
unnecessary,  negotiations  were  entered  into  at  the  beginning  of 
November,  1914, — that  is,  just  after  the  publication  of  the  new 
British  rides  of  contraband  of  October  29, — in  Stockholm  between 
the  Swedish  IMinister  of  Foreign  Affairs,  on  the  one  hand,  and  the 
British  and  French  Ministers  on  the  other.  By  the  Allies  it  was  pro- 
])osed  that  Sweden  should  prohibit  the  export  from  Sweden  of  all 
•roods  and  raw  materials  on  the  Allied  contraband  list,  which  the 
Swedish  Government  wished  to  import  for  bona-fide  consumption 
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in  Sweden.  In  return  the  Allied  governments  were  to  keep  neutral 
vessels  carrying  conditional  contraband  from  being  hampered  more 
than  was  called  for  by  the  verification  of  the  ships’  papers  and  a 
correct  description  of  her  cargo,  on  condition  that  the  goods  were 
addressed  by  name  to  consignees  in  Sweden,  and  that  the  cargo  was 
prohibited  for  export.  The  classes  of  goods  chiefly  concerned  were 
declared  to  be — omitting  cereals  and  flour — mineral  oils,  copper, 
rubber,  hides,  leather,  and  fodder.  The  negotiations,  which  went  on 
for  a month,  resulted  in  an  agreement  on  December  8,  1911;  and 
even  in  this  agreement — which  did  not  become  of  an}'  great  practical 
importance — the  tendency  of  Swedish  commercial  policy,  as  gov- 
erned by  international  law,  is  foreshadowed.  The  agreement  was  not 
a treaty  in  any  real  sense  of  the  word,  but  took  the  form  of  a memo- 
randum of  the  Rritish  and  F'rench  IMinisters,  which  had  been  ac- 
cepted by  the  Swedish  Government.  The  agreement  did  not  contain 
what  had  been  proposed  by  the  Allies  in  the  beginning,  i.e.,  an  en- 
gagement of  the  Swedish  Government  to  prohibit  the  export  of  all 
such  goods  as  were  put  upon  the  Allied  list  of  contraband.  It  con- 
tained only  the  engagement  that  if  such  goods  were  put  upon  the 
Swedish  list  of  export  prohibitions,  some  facilities  were  to  be  granted 
them  in  the  ])orts  of  the  Allies.  Sweden,  taking  its  stand  upon  the 
})rinciple  that  new  export  prohibitions  should  be  issued  only  in  so  far 
as  they  became  necessary  for  the  protection  of  supplies  within  the 
country  had,  consecpiently,  retained  its  freedom  of  action. 

The  agreement  of  December  8 came  into  force  at  once.  ^Vnd,  im- 
mediately before  this,  the  Swedish  Government  had  extended  its 
exj)ort  prohibitions  to  cover  many  new  items. 


CHAPTER  III 


THE  AGGRAVATION  OF  COMMERCIAL  WAR  FROM 
THE  SPRING  OF  1915 

The  Submarine  Campaign  and  the  Commercial  Blockade. 

During  the  spring  of  1915  the  commercial  war  was  made  much 
worse  by  the  submarine  blockade  of  Great  Britain  established  by 
Germany,  and  the  so-called  long  distance  blockade  of  the  Central 
Powers  by  the  Allies. 

The  starting  point  of  the  submarine  war  was  the  proclamation  of 
tlie  German  Admiralty  of  February  4,  1915.  By  it  the  waters 
around  Great  Britain  and  Ireland,  and  the  Channel,  were  declared 
to  l)e  areas  of  war,  in  which  every  enemy  merchant  ship  found  after 
February  18,  was  to  be  destroyed,  and  where  neutral  vessels  would 
be  in  great  danger  of  being  taken  for  enemy  ships.  These  measures 
were  to  be  reprisals  for  methods  of  war  which  had  been  used  by 
Britain  in  violation  of  international  law;  the  treatment  of  the  North 
Sea  as  a military  area  in  accordance  with  the  declaration  of  the 
British  Admiralty  of  November  2,  1914,  being  particularly  speci- 
fied. 

By  this  ])roclamation  the  German  submarine  war  was  also  aimed 
directly  at  neutrals  and  their  shipping.  Even  apart  from  the  abso- 
lute violations  of  neutrality  which  followed  on  this,  it  is  clear  that 
the  proclamation,  considering  its  results,  was  not  in  accordance  with 
the  rules  of  international  law  covering  the  capture  and  treatment 
of  neutral  jirizes.  According  to  these  rules,  a captured  neutral  ves- 
sel must  not  be  destroyed  b}'  the  captor  but  must  be  taken  into  a 
})ort  where  the  legality  of  the  action  could  be  investigated.  It  is  true 
that  if  this  should  endanger  the  security  of  the  warship,  or  the  suc- 
cess of  operations  in  which  it  was  taking  part,  a captured  neutral 
ship  which  might  rightly  be  regarded  as  condemned  could,  in  ex- 
ceptional cases,  be  destroyed.  But,  in  this  case,  persons  on  board 
must  be  saved  and  all  shi})s’  papers  and  other  evidence  which  might 
be  considered  by  the  owners  as  being  of  importance  for  the  adjudi- 
cation of  the  legality  of  the  capture  must  be  transferred  to  the 
warship.  This  procedure  could  hardly  be  followed  by  submarines. 
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They  would,  in  particular,  be  unable  to  care  for  the  crews  and  pas- 
sengers. 

The  situation  became  even  more  critical  when  a recommendation 
was  issued  by  the  British  Admiralty  to  British  merchant  ships,  to 
the  effect  that  they  should,  in  case  of  danger,  make  use  of  neutral 
flags  in  order  to  escape  German  warships  more  easily — a meas- 
ure which  was  likely  to  undermine  the  respect  due  to  the  flags  of 
neutrals. 

These  acts  on  the  part  of  belligerents  caused  the  Swedish,  Danish, 
and  Norwegian  governments  to  make  representations  to  the  British 
and  German  governments  in  identical  notes.  By  the  seriousness  of 
the  situation  created  by  the  German  proclamation  of  February, 
some  shij)s  plying  the  North  Sea  were  kept  in  port  in  the  days  fol- 
lowing February  18,  and  Swedish  marine  insurance  rates  were 
raised.  This  waiting  game  was  soon  given  up,  however,  and  Swedish 
shipping  again  became  active,  though  North  Sea  voyages  took 
longer  than  before,  and  some  precautions  became  necessar}^.  In  addi- 
tion, other  measures,  so-called  marks  of  neutrality,  painted  on  the 
sides  of  vessels  in  the  colors  of  the  Swedish  flag,  were  used  in  many 
cases. 

The  response  to  the  German  declaration  was  not  slow  to  come.  At 
the  beginning  of  March,  1915,  the  Allied  governments  notified  neu- 
trals of  their  intention  to  take  measures,  in  a reprisal  for  the  Ger- 
man measure,  and  that  they  now  intended  to  keep  goods  of  every 
description  from  reaching  or  leaving  Germany.  The  British  and 
French  governments  reserved  their  right  to  retain  and  bring  into 
their  ])orts  all  vessels  containing  goods  of  presumed  enemy  destina- 
tion, or  origin,  or  belonging  to  the  enemy.  An  Order  in  Council  of 
IMarcli  11,  1915,  gave  details  of  this  program. 

By  this  Order  in  Council,  which  became  the  basis  of  the  coming 
economic  war  waged  l)y  the  Allies,  an  actual  blockade  of  the  Central 
I’owers  was  established,  as  the  latter  were  to  be  cut  off  from  all  im- 
ports, even  if  they  consisted  of  goods  which  were  neither  absolute 
nor  conditional  contraband.  But  it  was  distinguished  from  a block- 
ade within  the  meaning  of  international  law,  by  several  features, 
that  of  greatest  importance  to  neutrals  being  that  access  to  their 
own  ports  was  also  prohibited  but,  on  the  other  hand,  captured 
goods  which  were  not  contraband  of  war  would,  unlike  the  procedure 
in  a real  blockade,  be  paid  for  at  the  end  of  the  War.  After  new 
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deliberations  among  tliemselves,  this  caused  the  three  Scandinavian 
governments  to  deliver  identical  notes  of  protest  to  the  British  and 
French  governments. 

Certain  Agreements  with  Germany. 

jVs  has  already  been  mentioned,  negotiations  had  been  entered 
into  with  Germany  in  the  autumn  of  1914  regarding  the  serious 
menace  to  Sweden’s  dressed  lumber,  owing  to  their  having  been  put 
on  the  German  contraband  list  in  November.  The  result  was  an 
agreement  in  March,  1915. 

Under  this  agreement,  which  did  not  cover  pit-props,  however, 
vessels  loaded  with  dressed  lumber  were  allowed  a free  passage  even 
if  destined  to  an  enemy  country,  provided  that  the  vessel  was  able 
to  show  a certificate,  issued  by  a competent  Swedish  customs  officer, 
to  the  effect  that  the  lumber  was  of  Swedish  origin  and  it  consisted 
of  neither  fuel,  })it-props,  nor  other  goods  considered  as  contraband 
according  to  German  regulations.  In  return  the  Swedish  Govern- 
ment made  free  for  export  to  German}’  a large  quota  of  horses,  and 
declared  that  dairy  products  and  meat  would  not  be  prohibited  of 
exjjort  to  Germany  up  to  a given  date.  This  agreement  as  to  Swedish 
lumber  remained  in  force  uj)  to  the  time  of  the  unlimited  submarine 
war,  which  began  in  March,  1917. 

But  on  account  of  the  measures  of  Germany  new  difficulties  soon 
arose  for  Swedish  ships  sailing  to  and  from  the  Baltic.  The  German 
Government,  which  up  to  now  had,  on  the  whole,  upheld  the  contra- 
band rules  of  the  Declaration  of  London,  April  18,  1915,  made  cer- 
tain changes  in  them,  in  which  the  stipulations  in  the  British  Order 
in  Council  of  October  f29,  1914,  with  regard  to  the  enemy  destination 
of  conditional  contraband  were  largely  duplicated.  At  the  same  time 
the  German  contraband  lists  were  considerably  extended,  so  that 
coal  and  coke,  for  instance,  became  absolute  contraband.  These 
stipulations  were  sup])lcmentcd  by  instructions  to  the  commanders 
of  the  German  patrol  ships  in  the  Southern  Baltic,  to  the  effect  that, 
at  least  in  the  case  of  ships  containing  contraband  goods,  all  out- 
going vessels  which  might  be  thought  to  have  enemy  destinations, 
and  also  all  incoming  vessels,  shovdd  be  taken  into  Swineiniinde  for 
inspection,  with  the  exception,  however,  of  shij)s  carrying  Swedish 
lumber.  The  object  of  this  was,  in  the  first  place,  to  keep  contraband 
from  reachiim  Russia,  and  tbe  result  was  a svstem  of  visit  and  search. 
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nmcli  like  that  undertaken  by  Britain  in  the  matter  of  ocean  traffic 
skirting  the  Britisli  Isles.  As  the  new  rules  were  very  troublesome  to 
Sweden,  negotiations  were  entered  upon  in  Berlin. 

In  an  agi’eement  reached  in  the  middle  of  June,  1915,  it  was  con- 
ceded by  Germany  that  incoming  Swedish  vessels,  destined  for  a 
Swedish  j)ort  and  carrying  absolute  or  conditional  contraband, 
should  be  passed  without  calling  at  Swincnuinde,  if  the  cargo  was 
subject  to  Swedish  ex})ort  prohibitions,  if  there  were  no  particular 
reasons  for  suspecting  eneni}’  destination,  and  if  the  master  of  the 
shi}),  at  the  request  of  the  commander  of  a (ierman  war  vessel,  made  a 
declaration  on  oath  that  his  ship  was  bound  directly  for  the  Swedish 
port  of  destination.  On  application  the  competent  Swedish  customs 
authority  was  to  inform  a German  Consul  in  Sweden  as  to  the  date 
of  arrival  in  a Swedish  Baltic  port  of  a Swedish  ship  which  had,  in 
the  Sound,  been  hailed  by  a German  warshij). 

Increased  Difficidties  for  Overseas  Imports. 

The  agreement  with  Great  Britain  and  France  of  December  8, 
lOI*!,  did  not  become  of  any  greater  importance,  and  the  result  was 
that  the  spring  of  1915  held  a prospect  of  increased  difficulties  in- 
stead. J’o  kee])  all  goods  from  reaching  the  Central  Bowers  the  Brit- 
ish control  of  neutral  trade  had  extended  itself  always  more  and 
more.  As  we  know  already,  strong  xVllied  suspicions  had  been  aroused 
as  to  the  quantity  of  imports  which,  during  the  autumn  of  19U,  had 
been  reaching  (iermany  via  neutral  territory.  And,  in  the  case  of 
certain  things,  like  cotton,  with  which  the  Allies  long  hesitated  to 
interfere  out  of  regard  for  the  United  States,  this  trade  was  still 
going  on. 

\'essels  bound  for  Sweden  were  in  ever  increasinir  numbers 
brought  into  British  ports  and  their  cargoes  discharged  and  ex- 
amined. Barts  of  cai’goes  which  aroused  suspicions  of  enemy  destina- 
tion were  seized  for  delivery  to  the  Brize  Court;  and,  where  reasons 
for  suspicion  appeared  less  clear,  shipments  were  detained  for  fur- 
ther investigation.  On  account  of  the  conge.stion  of  ships  in  the 
j)orts  of  inspection  the  duration  and  cost  of  delays  steadily  in- 
creased, and  the  difficulties  of  finding  storage  room  for  unloaded 
goods  also  constantly  increased.  In  order  to  get  a given  cargo  out  of 
British  control  it  was  found  not  to  be  enough  that  the  ship  was  con- 
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signed  to  a Swedish  firm,  the  name  of  which  was  given,  and  that  the 
consignee  had  declared  that  the  goods  should  not  leave  the  country. 
For  it  was  claimed  by  Britain — and  not  altogether  without  reason — 
that  these  guarantees  against  reexj^ort  were  not  always  effective, 
but,  on  the  contrary,  that  it  frequently  happened  that  imported  car- 
goes were  none  the  less  reexported  to  Germany,  often  after  having 
passed  through  the  hands  of  several  middlemen  in  the  meantime. 

There  were  also  new  reasons  for  friction.  On  behalf  of  the  British 
crown,  the  British  authorities  began  to  requisition  non-condemned 
but  detained  goods ; and  the  claim  was  put  forward  that  to  be  freed, 
goods  which  had  been  entered  for  examination  must  have  a British 
ex]jort  license,  when  such  were  on  the  British  export  prohibition  list. 
After  the  British  Order  in  Council  of  March  11,  1915,  by  which 
the  program  of  complete  embargo  was  put  into  force,  the  con- 
trol over  neutrals  was  made  even  stricter.  Practically  all  vessels 
bound  for  the  Scandinavian  countries  had  to  be  taken  into  a British 
])ort  for  examination,  and,  to  an  ever  increasing  degree,  goods  were 
seized  and  put  into  the  Prize  Court.  The  tendency  to  use  such  con- 
trol to  ration  the  supplies  of  neutrals,  and  limit  them  to  what  was 
considered  sufficient  for  their  own  needs  became  more  and  more 
marked. 

In  })rinciple  seizures  by  Britain  were  founded  upon  the  presump- 
tion that  the  o’oods  were  destined  for  enemies  of  the  Allies.  But  the 
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motives  for  such  suspicions  became  ever  more  numerous  and  of  the 
most  motley  description,  such  as  that  the  shipper,  in  the  country  of 
origin,  was  known  to  have  German  connections ; or  that  the  broker 
was  considered  to  be  a German  agent;  or  that  the  goods  had  been 
ensured  in,  or  were  to  be  paid  for,  in  Germany ; or  that  the  consignee 
was  believed  to  have  German  business  connections,  all  of  which 
might,  as  a matter  of  fact,  be  unknown  to  the  purchaser,  or  be  in 
other  ways  irrelevant.  Even  independently  of  circumstances  pertain- 
ing to  the  particular  case,  the  simple  fact  that  the  importing  coun- 
try’s stock  of  the  same  sort  of  goods  was  already  great  enough  to 
cover  the  legitimate  needs  of  the  country,  was  considered  to  be  a 
sufficient  reason  for  causing  a particular  cargo  to  be  suspected. 

d’he  evidence  made  use  of  by  the  British  authorities  was  obtained 
from  every  available  source  of  information,  and  the  owner  of  the 
goods  often  found  it  difficult  to  check  it.  Available  statistical  data, 
items  in  the  press  of  both  neutral  and  enemy  countries,  intercepted 
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telegrams  and  correspondence,  information  through  more  or  less 
secret  channels  in  neutral  countries  themselves,  etc.,  were  made  use 
of.  An  extensive  mail  and  cable  censorship  was  also  organized. 

When  a certain  cargo  had  been  seized,  the  owner  had  to  negotiate 
with  the  British  Attorney  General  for  the  liberation  of  the  goods, 
and,  if  this  failed,  to  answer  before  the  British  Prize  Court.  In  both 
cases,  and  especially  in  the  second,  a cumbrous  and  costly  investiga- 
tion had  to  he  set  on  foot.  The  Prize  Court  worked  very  slowly  on 
account  of  the  enormous  increase  of  work,  and  also  because  its  or- 
ganization did  not  meet  the  situation,  so  that  great  loss  of  time 
resulted. 

The  disadvantages  were  increased  by  a decree  of  the  Prize  Court 
to  the  effect  that  seized  goods  must,  in  many  cases,  be  sold  on  the 
spot.  It  might  he  that  the  goods  were  perishable,  like  foods  and  fod- 
der, or  that  it  was  impossible  to  find  room  for  them,  or  they  might 
he  recpiisitioned  on  behalf  of  the  British  Government.  Even  irrespec- 
tive of  the  losses  to  owners  which  were  often  the  result  of  this,  the 
country  for  which  the  goods  had  been  bought  would  be  deprived  of 
them. 

As  for  goods  destined  to  Sweden,  considerable  quantities  of  oils 
and  raw  materials  were  stopped  and  seized  in  the  first  part  of  1915. 
During  January  so  much  cop})er  was  held  up  that  there  was  serious 
danger  that  the  Swedish  copper  mills  might  have  to  close  down. 
Among  other  things  which  became  subject  to  the  same  treatment, 
cotton,  machinery,  lard,  rubber,  hides,  and  leather  may  he  men- 
tioned. Later  in  the  year  large  quantities  of  wool,  tanning,  sulphur, 
raw  phosphates,  and  coffee  were  held  back.  In  all,  during  1915,  95 
Swedish  insured  vessels  were  taken  into  British  ports.  During  the 
autumn  of  1914  the  number  had  been  39. 

Xegotiations  ivith  Great  Britain  in  the  Summer  of  1915. 

During  the  spring  of  1915  these  impediments  gave  ri,se  to  a num- 
ber of  conq)laints  and  reclamations  on  the  part  of  Sweden.  Refer- 
ring to  the  rules  of  international  law  and  the  memorandum  of  the 
Allies  of  December  8,  1914,  the  Swedish  Government  protested 
against  the  numerous  seizures  of  Swedish  ships,  the  long  delays 
suffered  by  ships  and  goods  in  British  ports,  the  seizure  and  putting 
into  the  Prize  Court  of  cargoes  destined  for  Sweden,  the  requisi- 


68 


SWEDEN  IN  THE  WORLD  WAR 


tioning  of  such  goods  on  the  part  of  the  Rritish  Government,  and 
the  demand  for  British  export  licenses  for  overseas  goods  which  had 
been  detained,  d’he  British  Government,  on  the  other  liand,  re- 
quired Sweden  to  keep  a stricter  control  over  exports  from  Sweden 
to  the  Central  Bowers  and  an  extension  of  the  Swedish  export  pro- 
hibition list,  demands  which  Sweden,  considering  the  principles  upon 
which  she  had  taken  her  stand,  was  not  at  all  willing  to  accede  to. 

In  time  it  came  to  be  felt  on  both  sides  that  the  agreement  of 
December  8,  1914,  was  no  longer  sufficient;  and  after  some  prelimi- 
nary discussions  on  July  2,  1915,  negotiations  were  set  on  foot  in 
Stockholm  by  special  delegates,  with  the  object  of  reaching  a gen- 
eral agreement  upon  all  points  of  difference  pending.  In  spite  of 
differences  on  some  points  the  delegates  on  both  sides  were  able,  at 
the  beginning  of  August,  1915,  to  agree  upon  a plan  for  a commer- 
cial arrangement  which  was  in  imjJortant  respects  common  to  both 
sides.  This  plan  was  not  acted  upon,  however;  and  after  some  fur- 
ther conversations  about  the  end  of  October,  1915,  the  two  govern- 
ments had  to  declare  the  negotiations  at  an  end. 


ClIAPTEK  IV 

THE  POLICY  OF  EXPORT  PROIIIRITIONS  AND 
COIMPENSATIONS 


Sxocdish  Export  Erohihitions. 

It  has  already  been  made  clear  that  the  policy  of  export  prohibi- 
tions revived  during  the  World  War  in  both  belligerent  and  neutral 
countries,  and  became  of  ever  increasing  im})ortance.  They  were 
used  as  the  principal  regulator  of  economic  life,  not  necessarily  by 
stopping  exports  altogether,  but  as  tools  in  the  hands  of  govern- 
ments to  control  the  exports  of  a country,  to  decide  their  extent, 
their  distribution  among  other  countries,  and  the  conditions  upon 
which  it  was  to  be  made.  The  reasons  for  decreeing  the  prohibitions 
were  numerous. 

The  first  Swedish  prohibitions  were  maiidy  dictated  by  a desire 
to  retain  goods  for  the  needs  of  the  country  itself.  But  soon  they 
became  of  use  for  the  purposes  of  commercial  policy.  This  was  made 
clear  in  the  first  instance  by  the  fact  that  at  an  early  stage,  the  bel- 
ligerents in  their  licensing  and  blockade  policy,  appeared  to  lay 
particular  stress  upon  the  cpiestion  of  whether  goods  of  a certain 
sort  were,  or  were  not,  subject  to  prohibition  of  export  and,  conse- 
cpiently,  subject  to  Government  control  as  to  reexport  in  the  coun- 
try of  destination.  Still  more  important  did  this  side  of  the  prohibi- 
tions become  when  the  peculiar  system  of  war-time  compensation 
had  been  worked  out  during  1915.  The  growing  scarcity  of  goods 
made  the  belligerents  increasingly  unwilling  to  part  with  their  goods 
without  distinct  compensation,  which  ended  in  a sort  of  barter  of 
goods  for  goods  between  the  various  countries.  Export  prohibitions 
created  the  legal  basis  for  this  barter,  and  the  exchange  of  export 
licenses  became  the  form  it  took. 

Besides  this,  export  prohibitions  served  other  purposes  not  con- 
nected with  commercial  policy.  In  some  cases  the  rise  of  prices  in 
the  home  market  was  met  by  prohibition  of  export;  in  other  cases 
the  pur})ose  was  to  bring  about  agreements  as  to  prices,  through 
which  exporters  accpiired  a certain  right  to  export  by  promising 
lower  prices  to  home  consumers. 


70 


SWEDEN  IN  THE  WORLD  WAR 


For  one  re<ason  or  another,  sometimes  for  several  at  the  same  time, 
the  number  of  Swedish  export  prohibitions  was  gradually  increased. 
Generally  speaking,  in  addition  to  war  materials,  foods  and  raw 
materials  for  which  the  country  was  usually  dependent  upon  im- 
ports were  the  first  to  be  subjected  to  prohibitions;  goods  partly 
manufactured,  and  products  wholly  manufactured  from  such  raw 
materials  came  next;  and  purely  domestic  products  and  manufac- 
tures, in  which  foreign  materials  did  not  enter  at  all,  or  only  to  a 
very  small  extent,  came  last.  But  the  extension  of  the  export  prohibi- 
tion list  was  rather  a slow  process  in  Sweden.  In  this  field,  and  in 
other  matters  of  commercial  policy,  the  Swedish  Government  up- 
held the  principle  of  freedom  of  trade  as  long  as  possible.  But  the 
tendency  was  not  to  be  halted,  especially  after  the  period  of  the 
most  serious  scarcity  in  1917.  And,  following  the  agreement  with 
the  Associated  Powers  on  May  29,  1918,  up  to  the  end  of  the  War, 
there  no  longer  existed  any  important  exports  goods  free  of  export 
except  dressed  pine  and  fir,  mechanical  pulp,  and  paving  stone. 
But  this  is  getting  ahead  of  the  facts. 

Srcedish  Transit  Stipulations. 

When  Swedish  exjiort  prohibitions  on  October  9,  191-i,  were  ex- 
tended to  transit  goods,  in  cases  where  the  destination  of  goods 
could  be  proved  by  accompanying  documents,  such  goods  were  ex- 
cepted, as  has  already  been  said.  Besides  this,  transit  was  allowed 
for  otherwise  prohibited  goods,  if  accompanied  by  a through  bill  of 
lading  between  Denmark  and  Norway,  or  Denmark  and  Norway  on 
one  side,  and  Germany  and  the  countries  to  the  south  on  the  other. 

As  the  Swedish  Government  did  not,  however,  consider  it  con- 
sonant with  the  neutrality  policy  of  the  country  to  allow  war  mate- 
rials transit  over  Swedish  territory  to  a belligerent  Power,  and  as 
the  transit  route  via  Sweden  became  of  increasing  importance  when 
other  routes  had  been  blocked  by  ice,  it  was  found  necessary,  on 
January  9,  ex])ressly  to  prohibit  all  transit  through  Sweden  of 
arms,  ammunition,  and  certain  other  specified  goods  used  directly 
in  war.  J’his  prohibition  of  transit  was  maintained  till  the  end  of  the 
^Var,  no  licenses  being  giycn  to  either  side.  With  regard  to  goods  not 
covcix'd  by  the  decision  of  .January  9,  no  change  was  made,  if  the 
ultimate  destination  was  made  clear  by  the  shipping  bills.  In  con- 
se(pience,  in  the  spring  of  1915,  there  was  built  up  a considerable 
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transit  trade  to  Russia  from  the  west,  via  Sweden.  In  order  to  con- 
trol tliis  traffic,  which  became  desirable  for  reasons  based  on  com- 
mercial policy  as  well  as  others  based  on  the  capacity  of  the  Swedish 
railways — tlie  above  mentioned  exception  was  abolished  on  iMay  4, 
1915.  Thereafter,  Swedish  export  prohibitions  consequently  cov- 
ered all  transit  trade  with  regard  to  goods  coming  in  by  sea,  so  that 
licenses  became  necessary  in  every  case.  With  the  exception  of  goods 
shipped  by  rail  between  Denmark  and  Norway,  and  belonging  to 
classes  other  than  those  mentioned  in  the  decision  of  January  9, 
1915,  the  control  by  the  Swedish  authorities  of  transit  trade  in 
goods  prohibited  of  export  became,  consequently,  complete. 

Compensation  Arrangements  with  Great  Britain  and  Germany. 

In  view  of  the  increasing  number  of  export  prohibitions  it  became 
more  and  more  desirable  to  establish  a special  organization  for  the 
treatment  of  questions  relating  to  the  policy  of  proliibitions  and 
licenses,  especially  since  the  prohibitions  had  also  been  extended  to 
cover  most  of  the  transit  traffic.  Consequentlv,  on  June  8,  1915,  a 
s])ecial  agency,  the  State  Commerce  Commission,  was  instituted,  and 
given  the  task  of  dealing  with  questions  of  new  prohibitions  of  ex- 
port, and  the  granting  of  export  and  transit  licenses.  The  Commis- 
sion had  for  its  chairman  a late  minister  of  foreign  affairs.  Gov- 
ernor K.  R.  Trolle,  and  members  representing  the  Departments  of 
State  and  business  life ; its  duties  were  gradually  extended,  so  that 
it  became,  in  the  end,  a sort  of  general  adviser  to  the  Government 
on  questions  of  commercial  ])olicy,  and,  in  consequence,  came  to  exer- 
cise an  important  influence  throughout  the  War. 

It  has  just  been  said  that  a sy-stem  of  conq^ensations  in  the  ex- 
change of  goods  had  been  inaugurated.  At  the  beginning  it  was 
principally  a cpiestion  of  so-called  special  compensations.  Swedish 
business  houses,  wishing  to  import  machinery,  conq)letely  or  par- 
tially manufactured,  which  had  been  prohibited  of  export  in  the 
respective  countries  of  origin,  were  allowed  to  export  the  amount  of 
raw  materials  necessary  for  the  manufacture  of  such  machinerv, — 
generally  copper  or  other  metals ; and,  conversely,  the  ex})orts  of  the 
])roducts  of  Swedish  industr}^  were  made  dependent  upon  raw  mate- 
rials necessary  for  the  production  of  these  goods  I)eing  set  free  for 
imj)ort  into  Sweden. 
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During  the  second  part  of  1915  the  system  was  extended.  In  these 
new  cases  the  material  connection  between  impoi’t  and  export  goods 
did  not  exist ; the  exchange  was  based  upon  the  principle  that  one 
country  allowed  exports  of  a certain  agreed  amount  of  prohibited 
goods,  in  compensation  for  licenses  given  by  another,  based  upon 
a consideration  of  the  relative  values  of  the  two  groups  of  goods, 
without  there  being  any  connection  between  them. 

What  made  the  Swedish  Government  willing;  to  enter  into  such 
arrangements  was,  in  the  first  place,  the  great  need  of  imports  of 
coal  and  coke,  which,  in  peace-time,  amounted  to  some  5,000,000 
tons  annually.  Before  the  War  about  90  per  cent  of  this  had  been 
lurnished  by  England.  But  during  the  ^Var  a change  took  place.  In 
1915,  2,800,000  tons  were  imported  from  Britain,  and  2,200,000 
from  Germany;  and,  during  the  following  year  Germany  took  the 
lead,  delivering  4,400,000  tons  to  1,700,000  from  England.  In  1917 
the  corresponding  figures  were  1,700,000  and  600,000  tons,  respec- 
tively, with  1,600,000  and  1,100,000  tons  for  the  last  year  of  the 
W ar.  By  the  first  part  of  1915,  too,  both  countries  had  prohibited 
the  export  of  coal,  so  that  compensation  had  to  be  given  by  Sweden. 

Exchange  on  the  basis  of  compensation  to  Britain  goes  back  to 
the  middle  of  1915.  During  the  summer  of  that  year  some  special 
agreement  had  been  made  between  the  two  governments,  by  which 
export  licenses  for  certain  British  goods  were  guaranteed  to  Sweden 
for  licenses  of  transit  via  Sweden  for  Great  Britain.  When,  after 
that,  during  the  autumn  of  the  same  year,  negotiations  for  a general 
agreement  came  to  nothing,  an  arrangement  was  made  by  which  a 
svstem  of  compensation  formed  a basis  for  trade  between  the  two 
countries.  A current  compensation  account  was  created,  by  which 
exports  of  British  goods  to  Sweden  were  compensated  for  b}’  transit 
goods  to  and  from  Russia  and  exports  of  Swedish  goods  to  Britain, 
'i'lianks  to  this  arrangement  during  the  following  years  Sweden  was 
able  to  import  considerable  cpiantities  of  British  commodities,  coal 
in  the  first  place  and,  in  addition,  dift'erent  sorts  of  textiles,  rubber 
tires  and  other  rubber  products,  lead,  tin,  tin  plate,  manganese  iron, 
])ig  iron,  crude  iron,  and  manufactures  of  steel.  The  Swedish  exports 
given  in  exchange  were  })rinci[)ally  pit-props,  Swedish  iron,  and 
high-grade  steel.  To  increase  the  (piantity  of  goods  receivable  in 
com[)ensation,  the  Swedish  Government,  on  January  29,  1916,  put 
an  ex{)ort  {)rohibition  on  chemical  pulp,  of  which  Great  Britain 
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normally  takes  a considerable  amount.  But  this  measure  })roved  un- 
successful, as  the  British  Government  declined  to  regard  pulp  as  an 
object  of  compensation,  and  replied  by  prohibiting  imports  of 
Swedish  pulp. 

In  the  case  of  Germany  the  compensation  system  followed  some- 
what different  lines.  With  her,  too,  a general  schedule  of  compensa- 
tion was  arranged.  But  it  comprised  only  articles  which  played  a 
comparatively  unimportant  part  in  the  trade  between  the  countries. 
Stress  was,  instead,  laid  upon  separate  agreements,  made  at  inter- 
vals, by  which  the  chief  commodities  were  exchanged,  the  most  impor- 
tant of  which  were  the  so-called  Coal  Agreements.  By  them  imports  of 
coal  to  Sweden  were  secured  through  bimonthly  agreements,  the  first 
one  dating  from  the  beginning  of  1916.  Other  separate  agreements 
were  also  made,  especially  concerning  the  export  of  horses  from 
Sweden.  Besides  coal,  Germany’s  chief  exports  to  Sweden  were  pot- 
ash and  fertilizer  for  Swedish  agriculture,  salt,  drugs,  soda,  Glau- 
ber’s salt,  aniline  and  mineral  dyes,  other  chemical  products,  s])ecial 
sorts  of  machinery,  electrical  apparatus,  surgical  and  o})tical  instru- 
ments, and  certain  specialized  varieties  of  iron  and  steel,  such  as 
coke-smelted  ])ig  iron,  and  sectional  iron.  As  exchange  exports  from 
Sweden,  along  with  horses,  at  first,  much  use  was  made  of  cattle  and 
dressed  beef,  swine,  and  pork.  As  supplies  of  foodstuff's  in  Sweden 
decreased,  these  exports  became  restricted,  however,  and  disap- 
peared in  1917.  After  that,  as  goods  for  compensation,  industrial 
products  came  increasingly  into  play,  such  as  iron  alloys,  wood  pulj) 
and  paper,  j)yrites,  carbide  of  calcium,  nitrate  of  calcium,  wood  tar, 
tur{)cntine,  licpiid  rosin,  and  ordinary  resin.  Sweden  also  possessed 
valuable  materials  for  exchange  in  her  iron  ores  and  her  high-grade 
iron,  and  such  things  were  likewise  used  more  and  more  for  the  pur- 
j)Oses  of  compensation. 

Consequently,  exchanges  based  upon  com])ensation  came  to  domi- 
nate Swedish  commercial  relations  with  the  bellio’crents  durin<r  the 
w ar, — in  the  case  of  Great  Britain  up  to  the  commercial  agreement 
of  May  29,  1918,  and,  in  the  case  of  Germany,  to  the  end  of  the 
War.  Supplies  from  Great  Britain  and  Germany  were  thus  brought 
into  conqiaratively  regular  channels  and  were  assured  so  far  as  was 
at  all  jiossible.  The  system  as  a whole  worked  satisfactorily,  though 
of  course  in  a rather  ponderous  and  time-wasting  way. 

On  the  other  hand,  no  system  of  compensation  was  established 
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for  overseas  imports.  It  was  considered  a matter  of  principle  not  to 
liave  to  give  compensation  to  a belligerent  for  imports  from  a neutral 
country ; and  there  was  also  the  practical  consideration  that  Sweden’s 
exchange  commodities  would  hardly  have  been  sufficient  for  this 
purpose.  Transoceanic  imports,  consequently,  remained  unregu- 
lated ; and  as  no  general  agreement  could  be  made  with  Great 
Rritain,  they  had  to  be  secured  through  negotiations  between  the 
SAvedish  and  British  authorities,  and  by  taking  each  case  separately. 


CHAPTER  V 

WAR  TRADE  LEGISLATION 


Foreign  Control  of  Swedish  Economic  Life. 

D URiNG  1914  and  1915  Great  Britain  had  been  able  to  come  to  an 
agreement  with  certain  neutral  neighbors  of  Germany,  through 
which  their  exports  to  the  Central  Powers  were  regulated.  The  ab- 
sence of  corresponding  regulation  lent  a particular  character  to  the 
situation  of  Sweden  during  the  years  that  followed.  For  as  Great 
Britain  was  unable  to  secure,  in  such  a way,  the  desired  guarantees 
against  reex})ort  from  Sweden  to  the  Central  Powers,  her  eagerness 
to  limit  these  ex})orts  by  other  means  necessarily  increased.  For  this 
purpose  Great  Britain  sought  by  guarantees  to  bind  Swedish  im- 
porters against  reexporting,  and  also  to  do  it  by  private  agreements, 
and  this  was  sup})lemented  by  many  other  measures  by  which  Plng- 
land  made  attern{)ts  to  control  Swedish  foreign  trade  without  the 
assistance  of  the  Swedish  Government. 

The  ffuarantees  which  were  used  at  the  beginning  of  1916  for 
goods  imported  to  Sweden  from  the  West  differed  considerably  for 
goods  of  British  origin,  and  for  goods  from  overseas.  For  the  former 
the  guarantee  contained  the  clause  that  neither  the  goods  themselves 
nor  products  thereof  should  l)e  ex])orted  to  the  Central  Powers ; this 
was  called  a “product  clause.”  No  objection  had  been  made  to  this 
on  the  ])art  of  Sweden,  as  each  country  must  be  allowed  to  make 
whatever  conditions  it  pleased  for  its  own  goods.  This  guarantee 
had,  consequentl}^  been  accepted,  and  was  used  in  the  compensation 
system  officially  sanctioned  for  Great  Britain.  Correspondingly,  the 
guarantee  demanded  by  Germanv  contained  the  same  “product 
clause.” 

Since  the  autumn  of  1914  the  guarantees  given  by  Swedish  im- 
])orters  of  oversea  goods  to  British  inspecting  authorities  were,  on 
the  other  hand,  limited  to  a stipulation  that  the  imported  goods 
themselves  should  be  consumed  in  Sweden  and  not  reexported ; as  to 
products  of  the  goods  imported  nothing  was  said.  If  such  a guar- 
antee had  been  given,  for  example,  for  American  cotton,  nothing 
prevented  the  export  to  Germany  of  either  the  fabrics  or  the  cloth- 
ing made  of  such  raw  cotton. 
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Oil  the  part  of  Britain  claims  were  soon  raised  that  these  guar- 
antees should  he  made  more  rigorous,  above  all,  that  those  referring 
to  oversea  goods  should  contain  a product  clause.  But  the  Swedish 
Government  was  not  willing  to  agree  to  such  an  extension  of  the 
guarantees.  As  has  already  been  hinted,  the  Government  in  this  case, 
too,  took  its  stand  upon  international  law,  as  there  did  not  appear  to 
exist  good  reason  for  the  extension  of  the  theory  of  continuous  voy- 
age to  such  a point  that  it  was  unlawful  for  the  subject  of  a neutral 
country  freely  to  dispose  of  imports  of  neutral  origin,  after  they 
had  been  made  into  new  products.  However,  as  the  Swedish  authori- 
ties were  unable  to  prevent  private  persons  and  firms  from  giving 
such  guarantees  as  they  thought  fit  under  the  stress  of  circum- 
stances, guarantees  containing  a product  clause  became  increasingly 
common  in  the  case  of  oversea  imports,  though  they  were  not  au- 
thorized by  the  Swedish  Government. 

As  has  already  been  mentioned,  England  did  not  consider  it  suffi- 
cient to  have  guarantees  against  reexport.  When  considering  the 
([uestion  whether  a certain  cargo  ought  to  be  allowed  to  go  to  Swe- 
den, a distinct  difference  was  made  between  different  Swedish  con- 
signees, the  right  being  taken  away  from  firms  which  were  subject 
to  susjiicion  for  one  reason  or  another.  In  this  connection  the  so- 
called  “black  lists”  became  of  the  very  greatest  importance.  About 
the  end  of  1915  the  British  Government  had  been  empowered  by 
Parliament  to  prohibit  j^ersons  and  firms  in  Great  Britain  from 
carrying  on  trade  with  eneni}'  persons  and  organizations  in  neutral 
countries.  In  February,  1916,  the  first  li.st  of  such  persons  and  firms 
was  published,  containing  some  fifty  Swedish  firms  mentioned  by 
name;  and,  time  and  again,  new  names  were  added.  Besides  these 
official  lists,  called  “statutory  lists,”  there  were  a number  of  secret 
lists  in  which  “suspected”  firms  in  neutral  countries  were  entered, 
d'lie  original  object  of  these  measures  was  to  prevent  the  subjects  of 
Great  Britain  from  trading  with  blacklisted  neutral  firms;  but  the 
system  was  also  brought  into  use  to  stoj)  oversea  importing  by  such 
firms,  as  cargoes  consigned  to  them  were  treated  with  particular 
sus])icion.  They  were  seized  and  put  into  the  Prize  Court,  because 
of  a ])resumed  enemy  destination. 

'J'he  counterparts  of  these  Allied  black  lists  were  to  be  found  in 
Germanv.  And  such  black  lists  aroused  keen  indignation  and  lively 
])rotests  in  neutral  countries.  Besides  hampering  the  exchange  of 


WAR  TRADE  I.EGISLATION 


77 


goods  tliey  created  a general  insecurity  in  commercial  transactions, 
wliicli  was  the  more  troublesome  because,  in  the  case  of  secret  lists, 
often  the  firms  in  question  did  not  even  know  of  their  own  “sus})i- 
cious”  character,  and  were,  consequently,  ignorant  of  the  measures 
prepared  against  them  and  the  reasons  for  those  measures.  That 
belligerents,  through  the  menace  of  blacklisting  and  its  consequences, 
were  able  to  bring  strong  })ressure  to  bear  iq)on  the  commercial 
Avorld  that  Avas  neutral  is  as  clear  as  the  fact  that  the  system  gave 
Avide  scope  for  sycophancy,  and  for  unfair  })ractices  by  conq)etitors. 

To  })rocure  the  information  needed  for  such  control,  many  differ- 
ent methods  Avere  used.  The  system  of  guarantees  Avas  of  s})ecial 
value  as  a means  of  o;ettin2;  into  contact  Avith  the  SAvedish  business 
Avorld.  Declarations  Avere  not  accepted  by  the  authorities  in  Great 
Rritain  Avithout  having  been  viseed  by  the  Rritish  Legation  or  a 
Rritish  Consulate  in  SAA'eden.  When  an  importer  asked  for  such  a 
A'ise  he  Avas  asked  to  ansAver  questions  that  led  in  different  directions. 
They  often  referred  not  only  to  the  transaction  just  then  under 
consideration,  and  to  the  general  requirements  and  business  posi- 
tion of  the  firm  in  question,  but  also  to  the  sort  of  business  carried 
on  by  its  conq)etit(n-s,  and  the  general  situation  in  that  and  kindred 
branches  of  trade. 

Such  control  in  time  AA'ent  even  further.  As  a condition  for  a vise 
a demand  might  be  made  that,  for  instance,  the  firm  in  question 
should  prove  its  statements  by  producing  its  correspondence  and 
books,  or  even  that  the  country’s  agents  abroad  should,  for  the  same 
j)ur])ose,  be  allowed  access  to  the  firm’s  offices.  Besides  this,  it  became 
more  and  more  common  to  include  clauses  guaranteeing  the  import- 
er’s Avillingness  to  permit  control  of  the  future  use  made  of  the  im- 
])orted  goods,  either  in  their  original  or  in  some  iieAv  form,  after  the 
arrival  in  the  home  country.  Bank  guarantees  for  the  proper  ful- 
filment of  the  agreement,  and  heavy  penalties  in  case  of  its  being 
broken  Avere  also  gradually  included. 

Another  side  of  the  control  system  consisted  in  agreements  Avhich 
the  British  Government  tried  to  make  Avith  shipping  firms  and  for- 
Avarding  agents.  During  1915  it  had  made  agreements  Avith  Danish 
and  NorAvegian  shipping  firms,  aecording  to  Avhich  their  vessels 
Avere  freed  from  the  obligation  to  unload  their  cargo  in  British  ports 
of  inspection,  and  were  alloAved  to  keep  on  to  a Danish  or  NorAvegian 
port  Avhere  unloading  Avas  permitted,  though  only  on  the  condition 
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that  tlie  goods  should  not  be  delivered  to  owners  except  after  con- 
sent, in  every  case,  of  the  British  authorities ; so  that  the  goods  re- 
mained under  British  control  even  after  having  reached  their  desti- 
nation. Agreements  of  the  same  sort  were  drawn  up  for  Swedish 
shipping  firms. 

The  Law  Governing  Commerce  in  War-Time. 

In  this  way  a foreign  influence  interpenetrated  Swedish  business 
life.  A net  of  private  guarantees  and  agreements  in  the  interests  of 
l)elllgerents  was  in  the  way  to  being  created,  and  control  by  these 
Powers  was  being  strengthened  within  the  country’s  own  boundaries. 
Behind  the  back  of  her  responsible  government  Sweden’s  freedom 
of  action  in  the  commercial  field  was  thereby  hampered,  unity  of 
leadership  in  commercial  policy  was  endangered,  and  the  authority 
of  the  State  attacked. 

The  serious  consequences  of  all  this  caused  the  Swedish  Govern- 
ment to  make  an  attempt  to  find  a remedy  in  new  legislation.  A bill 
was  laid  before  Parliament  in  1916,  was  passed,  and  on  April  IT, 
1916,  it  was  put  into  force  as  the  “Law  Governing  Commerce  in 
AV  ar-Time.”  It  was  intended  to  serve  a double  though  interconnected 
])urpose, — on  the  one  hand,  to  place  under  the  control  of  govern- 
ment authorities  all  economic  agreements  with  and  guarantees  given 
to  foreign  Powers  by  private  persons,  and,  on  the  other  hand,  to 
prevent  foreign  supervision  of  Swedish  economic  life. 

The  first  of  these  objects  the  new  law  tried  to  effect  by  making 
the  validity  of  guarantees  to  a foreign  Power  (involving  a limita- 
tion of  the  freedom  of  importing,  exporting,  or  disposing  of  goods, 
or  sending  them  to,  from,  or  within  the  countr}’)  dependent  upon 
approval  of  the  guarantee  by  a Swedish  authority,  the  State  Com- 
merce Commission.  A guarantee  not  thus  approved  was  declared 
null  and  void,  and,  consequently,  not  binding  upon  the  subscriber 
himself.  In  order  to  secure,  on  the  other  hand,  a strict  adherence  to 
duly  apj)roved  guarantees,  and  in  order  to  make  clauses  containing 
])enaltics  and  bank  guarantees  and  rights  of  foreign  control  con- 
tained in  them  unnecessary,  the  infraction  of  such  an  approved 
guarantee,  though  in  itself  of  a character  coming  under  civil 
law,  was  made  a criminal  offense  and  subjected  to  heavy  pecuniary 
|)enalties. 

In  order  to  attain  the  second  object,  securit}"  against  foreign  su- 
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jjervision,  the  new  law  imposed  penalties  upon  those  who,  by  giving 
information  about  their  own  business  or  that  of  others,  or  by  assist- 
ing in  the  obtaining  of  such  information,  were  acting  in  cooperation 
with  a control  exercised  by  a foreign  Power  or  acting  in  its  interests. 
The  general  terms  in  which  this  warning  was  expressed  made  it  of 
the  broadest  application. 

Thanks  to  the  new  law,  order  was  created  out  of  the  chaos  of 
earlier  guarantees.  Guarantees  now  had  to  follow  distinct  channels 
and  limits  were  put  to  the  hitherto  incessant  tendency  to  increase 
obligations.  Above  all,  all  clauses  opening  a door  to  control  by 
foreigners  were  banned. 

^\.pj)roved  guarantees  for  goods  from  belligerent  countries  were 
drawn  uj)  in  conformity  with  those  previousl}'  used  in  the  exchange 
of  licenses  with  Great  Britain  and  Germany;  i.e.,  they  contained  a 
product  clause  guaranteeing  not  only  against  the  reexport  of  the 
imported  goods  but  also  of  manufactured  goods  produced  from 
them.  In  accordance  with  an  already  reigning  practice  for  certain 
commodities,  especially  coal,  even  wider  guarantees  were  approved, 
covering  the  use  of  coal  for  numerous  purposes.  Thus,  the  forms 
covering  both  British  and  German  coal  contained  a prohibition 
against  delivering  it  to  any  firm  listed  by  the  country  in  question — 
an  allusion  to  the  black  lists — and  also  a stipulation  against  using 
such  coal  for  j)roducts  of  military  value  which  were  to  be  exported 
to  the  opposing  group  of  belligerents. 

With  regard  to  goods  from  neutral  countries  the  forms  of  the 
State  Commerce  Commission  contained,  on  the  other  hand,  simply  a 
stipulation  that  the  imported  goods  themselves  should  be  consumed 
within  Sweden  while  manufactured  goods  produced  from  them 
should  be  free.  As  to  several  important  commodities  from  neutral 
countries,  such  as  copper,  lubricating  oils,  raw  cotton,  pyrites,  and 
rubber  tires,  the  product  clause  had  already  been  approved  in  1916. 

Very  soon  it  became  clear  that  foreign  countries  had  had  their 
eyes  opened  with  regard  to  the  meaning  of  the  new  Swedish  legisla- 
tion, as  no  guarantees  except  such  endorsed  by  the  State  Commerce 
Commission  were  accepted  by  England  or  Germany.  Already,  dur- 
ing the  summer  of  1916,  Great  Britain  made  the  exports  of  all 
goods,  even  those  not  covered  by  the  system  of  compensation,  de- 
])endent  upon  such  guarantees.  Also,  in  the  case  of  oversea  goods, 
the  forms  of  the  State  Commerce  Commission  were  acce])ted  by  the 
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Rritisli  authorities,  in  so  far  as  no  guarantees  were  taken  for  goods 
without  such  endorsement.  But,  quite  another  story,  the  British 
authorities  did  not,  as  a rule,  look  upon  these  guarantees  as  mate- 
rially sufficient,  if  not  containing  a product  clause ; and  such  goods 
were,  consequently,  unable  to  secure  free  passage  through  the  Brit- 
ish line  of  control. 

Also,  with  regard  to  protection  against  foreign  supervision,  the 
Law  Governing  Commerce  in  War-Time  made  its  influence  clearly 
felt,  though  the  consequences  were  not  so  aj^parent  in  this  field  as  in 
the  case  of  the  guarantees.  Besides  abolishing  all  clauses  in  the  guar- 
antees admitting  future  control,  the  law  efficiently  prevented  the 
cruder  forms  of  foreign  supervision,  such  as  the  actual  inspection  of 
Swedish  business  records.  Altogether,  the  new  legislation  exercised 
strong  influence  upon  public  opinion  and  business  morals ; and 
earlier  tendencies  to  give  to  foreign  authorities  and  agents  informa- 
tion concerning  business  conditions,  in  order  to  gain  personal  ad- 
vantages, were  halted  or  limited.  On  the  other  hand,  control  by  for- 
eign I’owers  had  already  taken  on  so  many  forms,  and  was  at  work 
in  so  many  different  and  inaccessible  fields,  that  every  sort  of  legisla- 
tion affainst  it  was  necessarilv  to  some  extent  ineffective. 

c5 


Shipping  Lau'S. 

From  the  outbreak  of  war  the  demand  for  tonnage  in  the  general 
freight  market  had  been  very  strong,  for  the  German  and  Austrian 
merchant  marines  had  disappeared  from  the  open  seas,  and  a great 
pai-t  of  British  and  French  shipping  had  been  requisitioned  for  the 
transport  service.  During  the  course  of  the  War  this  scarcity  of  ton- 
nage was  ever  on  the  increase  and  could  not  he  checked  by  the  build- 
ing of  new  tonnage.  Mines  and  submarine  war  caused  heavy  losses  of 
vessels,  and  the  long  delays  in  the  ])orts  of  inspection  diminished  the 
efliciency  of  available  tonnage  to  a high  degree.  This  scarcity  of 
shi})s,  along  M’ith  always  growing  expenditures  for  bunker  coal, 
wages,  insurance  premiums,  etc.,  meant  increased  carrying  charges, 
that  is,  new  burdens  upon  the  business  of  importing,  already  heavil}' 
enough  hampered  by  all  the  consequences  of  commercial  policy. 

During  1915  and  the  beginning  of  1916*  Swedish  vessels  had  been 
sold  abroad  to  an  alarming  extent,  and  there  was  a movement  to 
transfer  Swedish  tonnage  to  less  dangerous  and  hettcr-jjaid  routes 
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between  foreign  ports.  As  Sweden  was,  at  the  same  time,  more  and 
more  dependent  upon  her  own  tonnage  for  foreign  commerce,  meas- 
ures became  necessary  to  secure  State  control  over  the  Swedish 
merchant  marine  and  its  use. 

For  this  purpose  a prohibition  was,  March  6,  1916,  laid  upon  the 
selling  of  Swedish  ships  of  a certain  minimum  tonnage,  or  aii}'  share 
in  them,  to  foreigners  and  also  upon  the  time-chartering  such  vessels 
to  foreigners  for  an  unlimited  time  or  for  a longer  period  than  six 
months,  unless  sanctioned  by  the  Government.  These  stipulations 
were  sup])lemented  on  July  8,  1916,  by  an  order  prohibiting  owners 
of  steam  and  motor  vessels  of  a gross  tonnage  of  two  hundred  tons 
or  more,  from  carrying  goods  between  foreign  j)orts  without  permis- 
sion. The  only  ships  excepted  were  those  plying  regularly  between 
Sweden  and  foreign  parts.  Between  Swedish  and  foreign  ports  trade 
was  allowed  to  continue  unhampered  to  the  middle  of  1918;  then  it 
also  fell  under  prohibition.  The  reason  for  this  latter  extension  was, 
first  of  all,  the  necessity  of  finding  tonnage  to  carry  to  Sweden  goods 
reckoned  upon  as  a result  of  the  commercial  agreement  with  the 
Associated  Powers  of  May  29,  1918,  of  which  much  will  be  said  later 
on. 


CHAPTER  VI 


DEVELOPMENTS  IN  COMMERCIAL  POLICY 
DURING  1916 

The  Increasing  Rigor  of  the  Commercial  Blockade. 

During  1915  a number  of  new  things  had  been  included  in  the  con- 
traband lists  of  both  Rritain  and  Germany,  and  further  extensions 
took  place  during  1916,  so  that  practically  all  articles  of  world 
commerce  of  any  importance  had  been  made  contraband,  even  such 
as  colfee,  tea,  and  tropical  fruits.  In  March,  1916,  the  Allies  abol- 
ished the  distinction  between  absolute  and  conditional  contraband. 
At  the  same  time  new  and  rigorous  rules  were  made  with  regard  to 
enemy  destination.  The  reason  given  was  that  the  peculiar  character 
of  the  War  had  taken  away  the  real  difference  between  the  two  sorts 
of  contraband.  The  unlimited  application  of  the  theory  of  continu- 
ous voyage  was  thus  proclaimed  indirectly,  and,  as  a matter  of  fact, 
it  had  been  practiced  by  Great  Rritain  since  March,  1915. 

These  principles  were  carried  to  their  final  conclusion  when  Great 
Rritain  and  France,  on  July  7,  1916,  put  the  Declaration  of  Lon- 
don altogether  aside ; but  considering  what  had  gone  before,  there 
was  little  that  was  new  in  this  step.  Instead  of  the  stipulations  of 
the  Declaration  new  rules  were  made.  With  regard  to  enemy  desti- 
nation the  burden  of  proof  was  explicitly  shifted  to  the  owner,  to 
such  an  extent  that  almost  anything  might  be  seized  and  put  into 
the  Prize  Court ; and  it  was,  for  instance,  to  be  considered  a pre- 
sumption of  enemy  destination  if  a shipment  had  been  consigned  to 
any  jierson  who  had,  during  the  War,  sent  contraband  goods  to  an 
enemy  authority  or  agent,  which  was  practically  equivalent  to  an}" 
person  on  the  black  list. 

In  reply  to  this  Germany,  on  July  22,  1916,  changed  her  Prize 
Regulations  in  about  the  same  way.  Thus  it  was  laid  down  that 
enemy  destination  should  be  presujiposed,  in  the  absence  of  particu- 
lar ciiTumstanccs  to  the  contrary  if,  during  the  War,  the  consignee 
had,  directly  oi’  indirectly,  delivered  contraband  goods  either  to 
enemy  territory,  to  territory  occiqiied  by  the  enemy,  or  to  enemy 
authorities  or  agents. 
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Strong  pressure  was  brought  to  bear  when  the  Eritish  Govern- 
ment began,  during  1916,  to  make  use  of  the  power  of  Great  Britain 
over  tlie  world’s  bunker  coal  and  bunker  depots.  Even  at  the  begin- 
ning of  the  year  bunker  privileges  had  been  denied  to  Swedish  and 
other  neutral  vessels  in  British  ports  unless  the  owners  signed  far- 
reaching  contracts,^ — so-called  “bunker  contracts,”  by  which  British 
authorities  were  given  a voice  as  to  the  use  of  the  vessel  in  question. 
According  to  these  contracts  shipowners  promised  not  to  use  their 
ships  in  the  service  of  subjects  or  corporations  of  countries  at  war 
with  Britain,  or  of  persons  in  neutral  countries  on  the  British  black 
list.  These  “bunker  contracts,”  the  stiffness  of  which  constantly  in- 
creased, also  contained  clauses  covering  the  obedience  due  to  their 
stipulations.  In  order  to  prevent  them  from  being  made  useless  by 
the  substitution  of  German  bunker  coal  the  latter  was  to  be  seized 
as  contraband.  To  make  easier  the  procuring  of  imports  for  Great 
Britain,  the  loading  of  coal  in  vessels  bound  for  Sweden,  Norway, 
and  Denmark — with  the  exception  of  regular  liners — -was  prohibited 
after  April  25,  1916,  by  a proclamation  of  the  British  Board  of 
Trade,  unless  the  vessel  had  already  guaranteed  to  bring  a return 
cargo  to  Great  Britain  or  to  some  other  Allied  country,  or  was  able 
to  show  a certificate  of  the  Board  of  Trade  that  such  a cargo  could 
not  be  had.  After  the  promulgation  of  the  Swedish  Law  Governing 
Commerce  in  War-Time,  the  Swedish  Government  withheld  its  ap- 
})roval  from  such  bunker  contracts.  Lengthy  negotiations  with  the 
British  Government  proved  useless.  Even  so,  however,  bunker  coal 
was  furnished  to  Swedish  ships  on  condition  that  the  shipowners, 
with  the  consent  of  the  Swedish  Government,  should  charter  one  or 
more  of  their  ships  to  the  British  Government  or  to  its  Allies. 

As  to  imports  from  the  United  States  a new  order  was  issued  in 
1916,  by  which  British  control  was  further  incx'eased.  In  view  of  the 
difficulties  of  examination  in  Great  Britain  it  had  become  more  and 
more  common  for  masters  of  ships  to  decline  to  accept  goods  not 
accompanied  by  a so-called  letter  of  assurance  given  by  some  British 
agent  in  the  United  States.  In  order  to  obtain  such  a letter,  the  ship- 
jxer  had  to  show  a guarantee  against  reexport  signed  by  the  con- 
signee, and  this  guarantee  had  to  be  viseed  by  a British  authority 
in  the  country  of  destination.  Thus  the  refusal  of  such  a vise  could 
keep  the  goods  from  being  even  loaded  in  the  United  States.  On  the 
other  hand,  the  existence  of  a letter  of  assurance  did  not  ensure  a 
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free  passage  of  the  goods  to  the  country  of  destination,  for  final 
control  continued  to  be  exercised  in  the  ports  of  Great  Britain. 

The  liaw  Governing  Commerce  in  War-Time  did  not  lead  to 
any  increase  in  Sweden’s  imports.  For  the  old  differences  of  opinion 
between  this  country  and  Great  Britain  remained  unsettled.  The 
Swedish  Government  had  not  admitted  the  principle  of  the  ration- 
ing of  imports  according  to  consumption  in  Sweden,  nor  had  Swe- 
den undertaken  to  limit  or  control  exports  to  the  Central  Powers. 
It  is  true  that  legal  aid  had  been  offered  to  reinforce  the  guarantees 
against  reexportation  by  Swedish  importers.  But  as  there  still  was 
lacking  a product  clause,  in  so  far  as  oversea  goods  were  concerned, 
such  guarantees  were,  on  the  one  hand,  regarded  as  insufficient  by 
Britain,  and  on  the  other,  without  the  consent  of  the  Swedish  Gov- 
ernment, they  could  not  be  given  a legally  binding  form.  Besides  this, 
the  new  law'  prevented  the  British  authorities  from  procuring  the 
same  sort  of  information  that  had  been  procured  before.  Thus,  the 
exchange  of  goods  w'ith  Great  Britain  could  go  more  or  less  satis- 
factorily, but  oversea  su])])lies  became  even  less  in  quantity  in  the 
summer  of  1916,  and  Swedish  liners  had  often  to  return  home  in 
ballast  after  having  unloaded  their  cargoes  in  Great  Britain. 

To  show  the  quantity  of  goods  bound  for  Sweden,  but  accumu- 
lated in  British  ports  of  examination,  it  may  be  noted  that  the  value 
of  such  goods,  as  officially  insured,  about  the  middle  of  1916, 
amounted  to  kr.  32,000,000,  and  by  the  end  of  the  }'ear  had  in- 
creased to  about  kr.  60,000,000.  The  figures  for  wool  were  kr. 
12,500,000;  for  hides,  kr.  6,000,000;  tannin,  kr.  7,000,000;  flax 
seed  and  rape  seed,  kr.  8,600,000;  coffee,  kr.  7,000,000;  and  vege- 
table fats  and  lard,  kr.  6,000,000.  But  these  figures  give  an  inade- 
quate idea  of  the  situation.  For  goods  in  much  greater  quantity 
and  of  much  higher  value,  but  not  ensured  w'ith  the  State  Insurance 
Commission,  had  been  unloaded ; and,  more  than  that,  goods  des- 
tined for  Sweden  had  been  largely  sold  in  the  British  market.  Not 
only  goods  from  neutral  countries  but  also  those  coming  from  the 
Allies  of  Great  Britain  were  hit  by  these  measures. 

^Vith  regard  to  several  important  groups  of  goods,  how'ever,  im- 
ports from  overseas,  thanks  to  special  agreements  with  Great  Brit- 
ain, could  go  on  almost  unham])crcd.  Even  during  1915  an  agree- 
ment had  been  made  between  the  British  authorities  and  the  Swedish 
Federation  of  Cotton  S])inners,  under  which  large  shipments  of  raw 
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cotton,  which  liad  been  detained  in  Britain  during  April  and  May  of 
tliat  year,  were  set  free.  A jirovisional  arrangement  having  been  in 
force  during  the  first  part  of  1916,  a new  agreement  was  made  in 
August  of  that  year  with  the  approval  of  the  Swedish  Government, 
by  which  Great  Britain  allowed  monthly  imports  of  cotton,  up  to 

9.000  hales.  About  the  same  time  another  agreement  covered  Swe- 
den’s imports  of  lubricating  oils,  the  permitted  quantity  being  put 
at  16*5,000  barrels  for  1916.  It  is  worthy  of  remark  that  in  both  these 
cases  the  agreement  was  founded  upon  the  principle  of  limiting  im- 
ports to  the  amount  of  Swedish  consumption;  that,  further,  guar- 
antees containing  a ])roduct  clause  were  sanctioned  the  Swedish 
Government ; and  that  arrangements  were  made  by  Sweden  to  control 
the  distribution  and  the  dis])osal  of  the  goods. 

xV  similar  agreement  was  made  with  regard  to  the  herring  imports 
from  Iceland  and  Norway.  Since  the  British  Government  had  se- 
cured tlie  right  to  prechnpt  the  herring  catch  of  both  countries  there 
were  difficulties  in  sight  for  Sweden  in  the  matter  of  obtaining  sup- 
])lies  of  this  important  foodstuff.  But  negotiations  with  Britain  re- 
sulted in  an  agreement  in  September,  1916,  securing  an  import  of 

150.000  barrels  of  Icelandic,  and  of  the  same  quantity  of  Norwegian 
herring,  tlie  importing  to  be  done  under  the  control  of  Swedish 
authorities. 

During  the  first  two  years  of  the  War  exports  from  Sweden  to 
overseas  markets  had  been  able  to  proceed  without  serious  disturb- 
ances ; and  to  export  to  Great  Britain  and  her  dominions  only  a 
declaration  of  neutral  origin  had  been  required.  But  in  this  field, 
too,  control  was  tightened  during  the  second  part  of  1916,  as  a Brit- 
ish Order  in  Council  of  September  25  stipulated  that  goods  ex- 
ported from  a Scandinavian  country,  Switzerland,  or  Holland, 
must,  in  order  to  secure  free  passage,  be  accompanied  (along  with 
the  declaration  of  origin)  by  a so-called  interest  certificate  issued 
by  a British  Consul,  showing  that  no  person  of  enemy  nationality, 
or  with  whom  a British  subject  was  not  allowed  to  trade,  i.e.,  no 
blacklisted  person  in  a neutral  country,  had  any  interest  in  the 
cargo  in  question.  These  certificates  were  also  used  in  the  case  of 
cargoes  for  neutral  overseas  countries.  But  as  Sweden’s  War  Com- 
merce law  did  not  legalize  the  entire  contents  of  these  certificates, 
they  could  not,  in  the  beginning,  be  procured;  and  a temporary 
stoppage  of  exports  from  Sweden  occurred.  However,  some  modi- 


86 


SWEDEN  IN  THE  WORLD  WAR 


fications  in  tlie  form  of  these  certificates  having  been  made  after 
negotiations,  the  Swedisli  Government  allowed  their  use ; and  ex- 
porting could  again  begin. 

Renewed  Negotiations  with  Britain  in  the  Autumn  of  1916. 

The  increased  rigor  of  the  commercial  blockade  after  the  summer 
of  1916,  and  the  continued  restrictions  upon  imports  to  Sweden 
could  not  fail  to  cause  grave  anxiety.  In  a memorandum  to  the  Gov- 
ernment on  July  4,  the  State  Commerce  Commission  pointed  out  how 
serious  was  the  situation  in  the  matter  of  national  supplies.  After 
having  emphasized  the  favorable  results  of  the  Law  Governing  Com- 
merce in  War,  the  Commission  declared  that  forethought  and  pru- 
dence were  necessary  and  the  country  must  be  made  to  understand 
that  an  ever  intensified  scarcity  of  supplies  might  be  the  result  of 
the  measures  taken  by  belligerents.  For  this  reason  the  Commission 
ju’oposed  that  preliminary  investigations  and  measures  should  he 
taken  without  further  delay,  in  order  to  mitigate  the  harmful  con- 
sequences of  this  scarcity.  They  felt  it  was  important  though  not 
sufficient,  that  the  public,  considering  the  difficulties  of  renewing 
stocks  which  had  run  short,  should  make  the  most  careful  use  of 
goods  of  direct  or  indirect  foreign  origin.  Beyond  this  the  State 
ought  to  take  measures  not  only  continually  to  inform  itself  with 
regard  to  existing  stocks  and  where  they  were  available,  hut  also 
to  reduce,  so  far  as  possible,  the  evil  effects  of  what  might  really  be 
ahead.  ^Vs  mitigating  measures  these  were  suggested;  altering  the 
character  of  industrial  production ; a proper  distribution  of  avail- 
able raw  materials  and  the  creation  of  new  forms  of  employment  to 
take  the  ])lace  of  those  which  might  disappear  as  a result  of  the 
scarcity  of  raw  materials. 

During  the  following  months  difficulties  speedily  increased.  A 
scarcity  of  some  things,  like  wool,  hides,  and  the  raw  materials  for 
margarine,  made  itself  felt  in  an  increasing  degree;  and  the  produc- 
tion of  margarine  had  to  he  discontinued  altogether.  On  September 
10,  1916,  the  British  Government  absolutely  prohibited  the  ex- 
]iortation  to  Sweden  of  many  commodities  such  as  leather,  twine, 
coffee,  tea,  cocoa,  dried  fruit,  cork,  etc.  This  prohibition  meant  that 
for  the  time  being  no  “licenses  or  facilities”  were  to  be  granted  for 
these  goods ; that  is,  they  were  not  to  be  imported  either  from  or  by 
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way  of  Great  llritain.  Tliis  list  was  afterward  extended,  upon  sev- 
eral occasions. 

During  the  first  two  years  of  the  ^Var  importing  difficulties  had 
mainly  arisen  merely  in  the  case  of  the  raw  materials  of  industry. 
The  importing  of  hreadstuffs  had  been  able  to  go  to  about  its  nor- 
mal extent  after  the  autumn  of  191-i.  What  now  caused  particular 
anxiety  was,  however,  the  fact  that  cargoes  of  cereals  destined  for 
Sweden  were,  for  the  first  time,  held  up  in  Great  Britain.  At  the 
same  time  the  halting  of  shipments  of  strong  fodder,  oil  cake,  maize, 
and  fertilizers  was  a threat  to  the  future  production  of  foodstuffs  in 
Sweden. 

As  an  immediate  consequence  of  the  memorandum  of  the  State 
Commerce  Commission  the  Government  made  a thorough  investifja- 
tion  of  the  stocks  of  raw  materials,  the  basic  materials  of  industry, 
and  of  the  distribution  facilities,  under  state  control,  of  the  available 
sup})ly  of  commodities  that  had  become  particularly  scarce.  As  ear- 
lier hopes  for  the  grain  crops  of  1916  were  not  fulfilled  and  the  result 
fell  below  the  average  harvest  before  the  War,  ])reparations  were 
made  for  state  regulation  of  the  consumption  of  hreadstuffs.  For 
another  ini])ortant  food  sta]3le,  sugar,  rationing  according  to  the 
system  of  “cards”  or  coupons,  had  had  to  be  introduced  in  October, 
1916. 

In  this  troublous  situation  the  Swedish  Government  decided  to 
make  a new  attempt  to  arrive  at  a commercial  agreement  with  Great 
Britain.  Negotiations,  in  which  representatives  of  the  French  and 
Italian  governments  also  took  part,  went  on  in  I.,ondon  from  the 
beginning  of  November,  1916,  to  January,  1917,  inclusive.  And 
they  resulted  in  a draft  agreement  submitted  by  the  British  nego- 
tiators on  February  2.  Before  the  commencement  of  the  ne£rotiations 
the  Swedish  Government  had  stipulated  that  certain  cargoes  of 
grain  held  up  in  Great  Britain  should  be  freed,  which  in  time  was 
done.  As  for  the  agreement,  unlike  the  draft  which  had  been  the  re- 
sult of  the  negotiations  in  the  summer  of  1915,  the  new  ])roposal 
was  based  u])on  the  principle  of  a consistent  rationing  of  Swedish 
imports.  The  rations,  the  maximums  of  which  were  given  in  the  pro- 
j)osal,  and  were  different  for  different  things,  were  meant  on  the 
basis  of  pre-war  im])orts,  to  suffice  for  what  Sweden  would  necessarily 
consume.  The  list  included  the  majority  of  the  important  commodi- 
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ties  which  Sweden  was  wont  to  import  from  the  West,  but  not  bread- 
stuffs  or  coal. 

According  to  the  proposal  Swedish  exports  to  the  Central  Powers 
were  to  be  regulated,  as  Sweden  was  to  undertake  to  maintain  efficient 
prohibitions  of  export  for  rationed  goods  and  their  products,  includ- 
ing  by-products  and  waste.  To  a certain,  but  very  limited  extent, 
however,  exports  of  such  goods  w'ere  to  be  permitted. 

In  order  to  secure  control  of  the  distribution  and  disposal  of  the 
goods  rationed  it  was  further  proposed  that  such  imports  should  be 
placed  in  the  hands  of  particular  import  associations,  which  should 
also  be  responsible  for  their  distribution.  As  before,  the  direct  ex- 
change of  goods  between  Sweden  and  Great  Britain  was  to  be 
founded  on  the  principle  of  compensation. 

But,  before  the  whole  question  of  this  draft  agreement  had  been 
examined  by  the  Swedish  Government,  occurrences  had  taken  place 
which  created  a fundamental  change  in  the  situation. 


CHAPTER  VII 


THE  PERIOD  OF  THE  EMIEVRGO  FROM  THE 
SPRING  OF  1917 

The  U nrestricted  Submarine  Campaign. 

SuiJMAiuNE  war  had  been  going  on  all  through  1916,  and  new  mine 
fields  had  been  laid.  Some  improvement  had  taken  place,  however, 
for  Germany,  to  avoid  a break  with  the  United  States,  had  an- 
nounced that  neutral  merchant  ships  would  not  be  sunk  without  pre- 
vious warning.  The  losses  of  the  Swedish  merchant  marine  had,  con- 
sc(}uently,  been  less  in  1916  than  in  the  previous  year;  during  1915, 
59  insured  Swedish  shi])s  had  been  lost,  through  mines  and  torpe- 
does, with  a loss  of  113  lives.  During  1916  the  corresponding  figures 
were  only  31  and  49,  respectively.  How  many  of  these  ships  had 
been  the  victims  of  submarines  is  not  known,  though  minimum  fig- 
ures are  5 and  9 for  the  two  }’ears,  respectively.  Toward  the  end 
of  1916  an  increased  activity  on  the  part  of  submarines  had  been 
observed,  foreboding  new  severity  in  German  naval  operations.  In- 
creased losses  by  the  merchant  marines  of  the  Allies  as  well  as  by 
neutrals  followed,  and  the  scarcity  of  world  tonnage  was  intensified. 
At  the  same  time,  as  the  previous  chapter  has  shown,  the  rigor  of  the 
commercial  blockade  by  the  Allies  also  increased.  This  was  further 
accentuated,  since  the  Government  of  Mr.  Asquith  had  been,  at  the 
end  of  November,  1916,  succeeded  by  a new  ministry  with  Mr.  Llo}’d 
George  at  its  head.  This  made  itself  felt  not  only  in  warfare  against 
the  Central  Powers  but  also  in  its  attitude  to  neutrals.  The  year 
1917,  consequently,  dawned  with  dark  prospects  for  both  neutral 
shipping  and  trade.  The  difficulties  were  brought  to  a head  by  the 
events  following  upon  the  failure  of  the  peace  movement  made  by 
President  Wilson  in  December,  1916.  The  World  War  entered  upon 
its  decisive  phase  in  the  first  month  of  the  new  year. 

Of  fundamental  importance  was  the  Declaration  of  the  German 
and  Austro-Hungarian  governments  on  January  31,  1917,  by 
wliicli  the  so-called  unrestricted  submarine  war  was  ])roclaimed. 
This  Declaration  meant  that  within  a certain  specified  area,  com- 
prising the  waters  around  Great  Britain,  France,  and  Italy,  every 
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sort  of  navigation  was,  by  every  possible  means,  to  be  prevented 
after  February  1,  1917,  wlietlier  vessels  sailed  under  an  enemy  or  a 
neutral  flag,  carried  contraband  goods  or  not,  nay,  even  if  they 
were  trans2)orting  goods  from  one  neutral  country  to  another,  or 
were  engaged  in  fishing  on  behalf  of  their  own  people.  And  this  new 
sort  of  warfare  did  not  hesitate  to  sink  ships  without  previous  warn- 
ing, through  which  the  lives  of  those  on  board  were  exposed  to  the 
greatest  danger.  Neutral  ships  in  ports  within  the  war  zone  at  the 
date  of  the  Declaration  were  given  a very  short  time  to  get  out  of  it 
by  the  shortest  route.  And,  later  and  successively,  the  boundaries  of 
the  blockaded  area  were  extended. 

The  German  submarine  war,  as  it  had  been  j:)reviously  waged, 
had,  in  the  main,  left  neutral  imports  for  home  consumption  unham- 
pered. At  least  a summary  investigation  of  the  ship’s  papers  had 
been  made  before  the  ship  was  sunk.  And  if  it  was  sunk,  the  matter 
could,  later  on,  be  reconsidered,  first  through  diplomatic  channels 
and  afterward,  if  tliese  failed,  before  a Prize  Court.  Now,  on  the 
other  hand,  im})orts  and  exports  were  put  on  the  same  footing;  for 
vessels  sunk  within  the  blockaded  area  there  was  no  compensation ; 
and,  at  the  same  time,  the  losses  of  ships  and  men  became  much 
greater  than  before. 

iVfter  delilierating  together,  the  Swedish,  Norwegian,  and  Dan- 
ish governments,  on  February  12,  1917,  sent  identical  notes  of  pro- 
test against  tbe  new  embargo  to  the  German  and  Austro-Hungarian 
Ministers  in  Stockholm,  Christiania,  and  Copenhagen,  in  which 
notes  it  was  strongly  emphasized  that  the  measure  was  unlawful 
from  the  point  of  view  of  international  law  and  fraught  with  serious 
consecpiences. 

d'o  meet  the  increased  danger  from  the  submarines  Great  Britain 
laid  a strong  barrier  of  mines  across  the  Bay  of  Heligoland,  with 
the  object  of  cutting  the  submarines  off  from  their  bases  on  the  Ger- 
man and  Belgian  North  Sea  coast.  Before  doing  this  the  British 
Government  declared,  on  January"  25,  1917,  that  after  February  7, 
a s])ecified  area  inside  the  Bay  would  be  made  dangerous  to  ship- 
ping by  the  measures  of  the  enemy ; and  the  said  area  ought,  con- 
sequently, to  be  avoided  b}^  neutral  shi])s.  This  was  of  no  great 
im})ortance  to  Sweden,  however,  because  the  zone  was  outside  the 
usual  route  of  Swedish  ships. 

Uni-estrictcd  submarine  war  having  been  proclaimed,  all  Swedish 
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trade  with  Britain  came  to  an  end.  That  followed  of  itself  from  the 
fact  that  the  conditions  of  Swedish  State  war  insurance  did  not 
cover  the  new  risks.  But  this  impediment  soon  disappeared,  as,  on 
February  6,  these  war  insurance  regulations  were  supplemented  by 
stipulations  framed  to  cover  the  changed  conditions.  The  premiums 
were,  at  the  same  time,  considerably  increased.  But  this  was  not 
enough  to  revive  navigation.  Uncertainty  as  to  the  consequences  of 
the  submarine  campaign  remained  too  great,  and  shipowners  pre- 
ferred to  keep  their  vessels  in  port  till  the  situation  had  become  less 
confused,  rather  than  expose  them  to  the  incalculable  risks  of  cross- 
ing the  blockaded  areas. 

But  other  reasons  were  added  to  these.  In  view  of  the  danger  that 
this  new  phase  of  the  submarine  campaign  might  deter  neutral  ships 
from  visiting  the  British  Isles  and,  consequently,  might  affect  sup- 
])lies,  the  British  Government  decided  upon  the  comprehensive  use 
of  force.  Neutral  vessels  in  British  ports  were  forthwith  kept  from 
clearing,  and  their  being  freed  was  made  dependent  on  a corre- 
sponding vessel’s  having  arrived  in  England.  Similarly,  Swedish 
shi})s  in  French  and  Italian  ports  were  prevented  from  clearing. 
Swedish  tonnage  thus  held  up  in  the  ports  of  the  Allies  amounted 
to  about  170,000.  Vessels  having  come  into  a British  port  were  not 
allowed  to  return  to  Sweden  unless  they  brought  to  England  a full 
cargo  of  goods  of  some  sort  that  were  ajjproved  of  by  her  Govern- 
ment. Among  these  were  foodstuffs,  iron  ore,  iron  and  steel,  nitrates, 
pyrites,  lumber,  and  pit-props.  Vessels  arriving  in  ballast  or  with 
less  than  half  a cargo  had,  first,  to  make  one  or  two  voyages  between 
ports  of  the  Allied  countries  before  going  back  to  Sweden. 

But  overseas  shipping  came  to  a stop  also,  as  England  demanded 
that  shi])s  trading  overseas  should  also  call  at  a port  in  Great  Brit- 
ain. This  was  further  emphasized  by  an  order  of  February  16,  1917, 
which  gave  notice  that  all  vessels,  even  if  plying  between  neutral 
])orts,  that  did  not  voluntarily  call  at  a British  port  for  examination, 
should  be  ])resumed  to  carry  goods  of  enemy  origin  or  destination, 
and  that  the  carrying  of  such  goods  should  be  considered  sufficient 
reason  for  condemning  ship  and  cargo. 

As  calling  at  a port  in  Great  Britain  must  submit  the  ship  to  the 
dangers  created  by  submarine  war  around  the  British  Isles,  efforts 
were  made  by  the  neutrals  to  have  the  examination  transferred  to 
British  ports  abroad;  but,  in  compensation,  the  British  authorities 
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demanded  tliat  trade  with  England  be  resumed,  and  to  its  normal 
extent. 


The  Change  of  Government  in  March,  1917. 

\\  hen  the  Hammarskjold  Government,  at  the  beginning  of  the 
War,  had  proclaimed  neutrality  as  the  leading  principle  of  Swedish 
])olicy,  the  nation  as  a whole  had  unanimously  approved,  and  all 
]>arties  in  Parliament  had,  without  dissent,  given  their  adherence 
to  the  declaration  of  neutrality.  In  1915,  1916,  and  1917,  repeated 
utterances  in  I’arliament  had  shown  that  the  representatives  of  the 
peo})le  still  agreed  with  the  Government  that  Sweden,  while  un- 
ecjuivocally  preserving  her  liberty  and  independence,  and  preserv- 
ing her  own  legitimate  interests,  ought  to  maintain  her  neutral  posi- 
tion in  the  face  of  both  groups  of  belligerents. 

Though  there  was,  consequently,  complete  unanimity  in  all  re- 
sponsible quarters  as  to  the  course  to  he  followed  during  the  War — 
the  impartial  and  universal  defense  of  neutrality — it  was  not,  how- 
ever, long  until  opinion  became  divided  as  to  the  best  method  of 
carrying  out  this  policy,  especially  in  the  field  of  trade.  On  one  side 
stood  the  Government,  consisting,  broadly,  of  the  Swedish  Conserva- 
tive })arties,  and,  on  the  other,  was  the  Opposition,  made  up  in  Par- 
liament of  the  Liberals  and  Social  Democrats,  who  constituted  the 
majority  of  the  Lower  Chamber,  and  outside  b}^  certain  sections  of 
the  world  of  business. 

Tlie  0[)position’s  fundamental  objection  to  the  commercial  policy 
of  the  Ilammarskjold  Government  was  that  the  letter  of  interna- 
tional law  was  too  stubbornly  adhered  to,  and  that  the  adaptability 
called  for  by  the  changes  in  the  situation  was  lacking.  International 
law  ought  to  be  upheld,  it  is  true,  in  so  far  as  this  could  successful!}’ 
be  done,  especially  in  all  legal  transactions  with  belligerents;  but  as 
it  was  iiu])ossible  for  a country  possessing  the  limited  resources  of 
Sweden  to  change  actual  conditions  and  the  trend  of  things  the  in- 
evital)le  should  be  accepted  before  it  was  too  late ; and  tbe  best  pos- 
sible use  should  be  made  of  each  situation  as  it  arose,  instead  of 
chaining  the  country  to  a position  which  could  not,  in  the  long  run, 
be  maintained. 

With  regard  to  export  ])rohibitions  the  critics  considered  tliat  the 
Government  showed  too  much  caution  and  too  great  slowness,  both 
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in  issuing  new  prohibitions  and  in  broadening  the  old  ones,  all  on 
account  of  the  principles  of  liberty  of  neutral  trade  u[)on  wbicb  the 
Government  bad  taken  its  stand.  By  that,  the  necessary  control  of 
ex})orts  was  lost  and  a proper  sharing  of  them  between  the  Central 
Powers  and  the  Allies  became  impossible.  Consecpiently,  exports, 
according  to  critics,  played  a greater  role  than  was  to  the  interest 
of  the  country,  and — especially  exports  of  animal  foodstuffs — they 
mainly  went  to  the  South,  drawn  thither  by  the  high  j)rices  due  to 
the  increasing  scarcity  of  goods  in  Germany.  The  result  was  not 
oidy  that  stocks  in  the  country  itself  came  dangerously  near  to  be- 
ing exhausted,  but  that  prices  in  the  home  market  rose.  This  lack  of 
restriction,  at  the  same  time,  contributed  greatly  to  causing  and 
keeping  alive  suspicion  in  the  Allies,  and  to  making  their  control 
over  im})orts  to  Sweden  more  drastic,  es})ecially  as  the  Swedish  Gov- 
ernment was  unable  to  guarantee  that  goods  free  of  export  did  not 
go  out  of  the  country  in  violation  of  assurances  given.  The  position 
of  the  Government  did,  as  a matter  of  fact,  come  to  this,  that  middle- 
men and  profiteers  were  favored  at  the  cost  of  honest  importers, 
wbicb  was  an  injury  to  Swedish  business  life,  the  difficulties  of  wbicb 
were  continuously  increasing  as  a result  of  the  increasing  rigor  of 
the  blockade  policy  of  the  Allies. 

When  the  barriers  that  blocked  supplies  increased  during  1915, 
the  Opposition,  more  strenuously  than  before,  advocated  an  agree- 
ment with  Great  Britain,  by  wbicb  the  necessary  imports  from  the 
IVest  might  be  secured.  The  upholding  of  the  princi])le  of  a legal 
right  to  free  irn[)orts  could  be  nothing  but  an  empty  form,  simj^ly 
resulting  in  rationing  along  arbitrary  lines  without  sufficient  knowl- 
edge of  the  true  needs  of  Sweden,  by  the  British  blockade  authori- 
ties. An  agreement  ought  to  be  arrived  at,  even  at  the  cost  of  certain 
more  or  less  formal  principles.  Through  it  Sweden,  herself,  would 
at  least  be  a party  to  decisions  as  to  the  amount  of  her  imports,  and, 
by  a ])romi.se  of  adequate  Swedish  control  over  the  distribution  of 
imports  on  arrival  in  the  country,  the  foreign  control  already  estab- 
lished might  largely  be  put  aside.  The  examples  of  other  neutral 
countries,  like  Idolland,  Switzerland,  Denmark,  and  Norway,  wbicb 
bad  bad  their  inq)orts  regulated  along  these  lines,  were  cited. 

After  the  ])assing  of  the  I.iaw  Governing  Commerce  in  War- 
dbnie  the  antagonism  between  the  Government  and  the  Opposition 
further  increased.  This  Ijaw  bad  been  passed  with  the  assistance  of 
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tlie  parties  of  the  Opposition,  it  is  true ; and  it  was  difficult  to  object 
to  its  contents.  But  it  was  considered  that  the  application  was  made 
too  strictly  according  to  the  letter  of  the  law.  The  negative  objects 
of  the  law,  i.e.,  to  prevent  the  making  of  undesirable  agreements 
with,  and  promises  to,  foreign  Powers  by  private  individuals,  and 
the  prevention  of  foreign  control  of  Swedish  economic  life,  were 
mainly  attained.  But  its  positive  aims,  i.e.,  the  facilitating  and  in- 
creasing of  imports,  which  ought,  it  was  held,  to  be  of  no  less  im- 
portance, could  not  be  reached  by  this  method  of  applying  the  Law. 
In  order  to  change  this,  the  Law  ought  to  be  supplemented  by  re- 
newed efforts  to  reach  an  agreement  with  the  Allies,  thus  bringing 
about  some  fixed  regulation  of  oversea  commodities.  The  demand 
for  such  an  agreement  became  more  and  more  insistent.  In  any  case, 
a more  extensive  use  ought  to  he  made  of  such  guarantees  as  were 
ap])i'oved  under  the  Law,  so  that  they  could  be  accepted  by  the 
Allies,  especially  with  the  insertion  of  product  clauses.  As  matters 
had  now  develo])cd,  the  I.aw  Governing  Commerce  in  War-Time 
had,  by  its  restrictive  stipulations,  become  principally  a barrier 
against  the  replenishing  of  the  country’s  stores;  and  the  serious 
stop])ing  of  imports  during  and  after  the  summer  of  1916  was,  to  a 
great  exent,  laid  at  the  door  of  this  law  and  its  application. 

To  add  to  this,  there  were  differences  of  opinion  as  to  questions 
more  indirectly  connected  with  commercial  polic}'.  The  parcel  post 
to  and  from  Sweden  having,  at  the  end  of  1915,  been  stopped  in 
Groat  Britain,  the  Swedish  Government  by  way  of  reprisal  had  held 
hack  ])arccl  ])ost  shipments  sent  to  and  from  Britain  in  transit 
through  Sweden.  The  conflict  created  by  this  was  made  the  subject 
of  an  exchange  of  notes  between  the  two  governments  which  ended 
only  late  in  the  summer  of  1916.  In  July  of  the  same  }’ear  the  nar- 
row “Kogrundsriinnan”^ — a ])assage  which  had  been  established  dur- 
ing the  Wear  in  Swedish  territorial  waters  along  the  most  southern 
])ai-t  of  the  coast — had,  since  it  was  Swedish  coastal  water,  been 
mined  hv  the  Swedish  authorities  against  foreign  vessels,  though 
this  was  the  oidy  route  by  which  non-Swedish  merchantmen  were 
able  to  ])ass  to  and  from  the  Baltic  without  danger  from  German 
warships.  At  the  same  time  orders  had  been  issued  by  which  foreign 
submarines  were  refused  entrance  to  Swedish  territorial  waters,  at 
Ihe  risk  of  being  attacked  without  previous  warning.  These  meas- 
ures, the  reasons  given  for  which  had  been  infringements  of  ncu- 
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trality  from  which  Sweden  had  repeatedly  suffered,  and  which  had, 
especially  during  the  summer  of  1916,  resulted  in  a number  of  ves- 
sels being  captured  and  sunk  in  Swedish  territorial  waters,  gave  rise 
to  a lengthy  correspondence  between  the  Swedish  and  the  Allied 
(rovernments.  These  matters  of  dispute,  as  also  the  acerbity  of  the 
answer  of  the  Swedish  Government  to  the  note  of  President  Wilson 
of  February  5,  1917,  proposing  the  breaking  off  of  diplomatic  rela- 
tions with  Germany  by  the  neutral  Powers,  had  been  censured  by 
the  0])position  as  causing  the  relations  between  Sweden  and  the 
Allies  to  grow  worse. 

The  o[)})onents  of  the  Government’s  policy  also  repeated  time 
and  again,  and  particularly  at  the  date  of  the  beginning  of  new 
commercial  negotiations  with  Britain  in  the  autumn  of  1916,  that 
the  Hammarskjold  Government  was  divided  within  itself  as  to  im- 
})ortant  questions  relating  to  commercial  policy;  the  majority  of 
the  Government,  with  the  Prime  Minister  at  its  head,  was  said  to 
maintain  an  uncompromising  attitude,  while  the  Minister  of  For- 
eign Affairs  and  some  of  his  colleagues  were  more  inclined  to  a 
conciliatory  policy.  And,  to  add  to  all  this,  there  were  sharp  and 
growing  conflicts,  partly  of  a Constitutional  character,  in  the  field 
of  home  affairs  between  the  Government  and  the  Opposition. 

I)  uring  the  session  of  1917  this  led  to  a crisis;  and  on  March  4, 
1917,  the  Ilammarskjold  Government  resigned.  Its  resignation  hav- 
ing been  acce])ted  by  the  King  on  March  30,  a new  Government  of 
a moderately  Conservative  color,  with  C.  Swartz  as  Prime  IMinister 
and  A.  landman  as  Foreign  Minister,  was  .set  up.  In  a manifesto 
issued  on  its  coming  into  power  this  Government  gave  as  its  princi- 
])al  object  the  maintaining  of  the  consistent  and  impartial  neu- 
trality upheld  by  its  ])redecessors.  Difficulties  had  been  increasing 
in  later  times,  it  is  true,  but  the  new  Government  explained  that  it 
looked  upon  such  a policy  as  the  most  practical  means  of  avoiding 
them.  Striving  to  prevent  the  country  from  being  drawn  into  the 
War,  and  upholding,  at  the  same  time,  its  independence  and  free- 
dom of  action,  the  new  Government  expressed  the  hope  of  having 
the  sup[)ort  both  of  Parliament  and  the  Swedish  people.  Some  ques- 
tions of  importance,  ])articularly  in  the  demesne  of  food  supplies 
and  industries  of  the  country,  were  to  be  the  especial  care  of  the 
new  Government  and,  without  delay,  negotiations  were  to  be  set  on 
foot  with  this  in  view. 
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A Partial  Agreement  with  Great  Britain. 

The  cliief  cliange  in  the  situation  at  the  time  of  the  coining  in  of 
the  new  Government  was  a further  falling  off  in  the  stocks  of  vari- 
ous commodities.  Trade  with  Great  Britain,  as  well  as  with  countries 
abroad,  remained  at  a standstill.  Imports  from  the  West  came  to  an 
end,  above  all  because  British  regulations  kept  them  from  reaching 
Sweden  in  neutral  vessels. 

The  question  of  food  supplies,  especially  breadstuffs,  called  for 
particularly  careful  attention.  The  quantit}^  of  cereals  imported 
during  the  consumption  year  had  been  merely  1 40,000  tons,  enough 
to  meet  only  about  one-half  the  normal  annual  needs  of  the  country. 
The  home  croj)  of  1916  had  also  been  unsatisfactory.  And,  in  spite 
of  rationing  having  been  introduced  at  the  beginning  of  1917,  a 
serious  scarcity  of  breadstuffs  was  to  be  feared,  unless  importing 
could  sjicedily  begin  again.  The  prospects  were  further  darkened  by 
the  fact  that  commodities  urgently  needed  by  farmer  and  stock 
breeder  were  ])ractically  at  an  end.  At  the  same  time,  vessels  de- 
tained in  British  ports  at  home  or  abroad  carried  85,000  tons  of 
breadstuffs  and  large  quantities  of  maize  and  oil  cakes  belonging  to 
Sweden ; and  other  grain  supplies  had  been  bought  in  America. 

In  the  field  of  industry  the  situation  was  likewise  critical.  During 
the  first  years  of  war,  Swedish  industry  had  had,  it  is  true,  to  over- 
come great  difficulties  to  meet  its  needs  in  raw  materials  and  the 
requirements  of  industry.  But,  broadly  speaking,  these  efforts  had 
mot  with  success,  even  if  imports  had  often  been  delayed  and  the 
goods  imported  had  risen  enormously  in  price.  And,  during  the  v^ears 
1914-1916  industry  had,  in  general,  been  able  to  go  on  to  a normal 
extent.  In  some  fields  the  business  situation  had  been  even  very 
favorable,  with  full  employment  and  willing  markets.  Now,  how- 
ever, the  embargo  on  imports  had  made  it  necessary  for  many  in- 
dustries, such  as  oil  refining,  margarine  making,  phosphate  milling, 
and  rubber  making,  to  close  down  more  or  less  completel}^  for  want 
of  raw  materials.  Others,  for  instance,  the  cotton,  wool,  linen,  and 
jute  mills,  had  sujiplies  only  for  a short  time  to  come.  The  1916 
agreement  with  Britain  with  regard  to  lubricating  oils  had  expired 
at  the  end  of  the  year,  so  that  scarcity  was,  likewise,  soon  to  be 
exjiected  in  that  field.  Lastly,  the  question  of  coal  was  extremely 
serious,  since  imports  from  Britain  had  ccasetl  altogether,  and  im- 
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])orts  from  Germany  had,  at  tlie  same  time,  become  very  much 
smaller  because  of  the  coldness  of  the  winter  and  transport  dilH- 
culties. 

In  this  situation  it  had  become  urgently  necessary  to  come  to  an 
agreement  with  Britain,  and  negotiations  were  taken  up  without 
delay  and  carried  on  with  a will.  Efforts  were  made  to  reach  a result 
which  might  he  satisfactory  from  a practical  j)oint  of  view,  leaving 
aside  points  of  international  law,  for  which  there  was,  moreover, 
hardly  any  place  after  the  new  extension  of  naval  war. 

On  the  part  of  Sweden  the  initial  idea  appears  to  have  been  that 
negotiations  should  he  based  upon  the  draft  of  Eebruary  2,  1917. 
But  this  was  soon  found  not  to  cover  the  situation.  The  regulation 
of  shi{)})ing  conditions  then  came  to  the  fore;  and  the  negotiations, 
which  were  carried  on  directly  between  the  Swedish  Foreign  Minis- 
ter and  the  British  Minister  in  Stockholm,  were  princij)ally  con- 
cerned wdth  the  conditions  for  neutral  shipping  laid  down  by 
Britain,  which  conditions  had,  in  the  meantime,  been  combined  wdth 
the  demand  that  a number  of  British  ships,  which  had  been  blocked 
in  the  Baltic  by  the  barring  up  of  the  “Kogrundsrannan,”  should 
he  allowed  to  make  use  of  this  passage.  Sw'eden’s  first  demand  was 
for  the  release  of  ships  carrying  cereals  and  other  important  com- 
modities, then  held  up  in  European  ports  of  the  Allies,  and,  follow- 
ing that,  an  admission  that  Swedish  ships  outgoing  or  incoming 
from  overseas  should  be  allowed  to  call  at  non-European  British 
ports  for  examination.  On  May  8,  1917,  an  agreement  was  reached, 
by  which  England  gave  nineteen  Swedish  ships  carrying  grain,  and 
detained,  some  at  Halifax,  some  in  the  United  States,  and  others 
elsewhere,  unmolested  passage,  with  examination  at  Halifax,  and 
freed  fourteen  ships  in  British  harbors  with  cargoes  of  cereals  and 
other  valuable  commodities.  In  return  the  Swedish  Government  al- 
lowed 90,000  tons  of  shipping,  with  timber  cargoes,  to  pass  through 
the  “Kogrundsrannan.” 

The  ([uantity  of  grain  which  reached  Sweden,  thanks  to  this 
agreement,  exceeded  90,000  tons.  By  it  the  amount  necessary  to 
tide  things  over  till  the  new'  crop  came  to  the  market  was  supplied, 
d'he  other  commodities,  imported  under  the  new  agreement  and  the 
further  negotiations  to  which  it  gave  rise,  were  oil-cake,  maize,  sul- 
phur, ])hosphorus,  cottonseed,  pig  iron,  coal,  and  miscellaneous 
goods,  about  65,000  tons  in  all,  and  4,000  barrels  of  oil.  Agree- 
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inents  were,  besides,  made  for  imports  in  fairly  large  amount  of 
twine,  coffee,  and  other  goods.  A general  commercial  agreement  was, 
however,  not  concluded. 

At  the  same  time  trade  with  Great  Britain  could  be  gradually 
resumed,  Swedish  merchantmen  joining  British  convoys.  Thus,  the 
direct  exchange  of  goods  between  Sweden  and  Britain  could  begin 
again,  following  the  same  lines  as  before,  i.e.,  the  exchange  of  Brit- 
ish export  licenses  for  Swedish  licenses  permitting  transit  and  ex- 
port. Because  of  the  increasing  scarcity  of  goods  in  England  the 
imports  from  there  constantly  diminished,  however.  A growing 
unwillingness,  in  England,  to  grant  export  licenses,  already  appar- 
ent in  the  second  half  of  1916,  became  more  and  more  pronounced, 
new  licenses  being  held  back  to  an  increasing  extent,  and  difficulties 
being  put  in  the  way  of  extending  older,  and  unused  licenses.  In 
October,  1917,  all  export  licenses  except  for  coal  were  annulled,  and 
by  the  end  of  the  year  practically  nothing  but  coal  was  reaching 
Sweden.  At  the  same  time  the  transport  of  goods  via  Sweden  to 
Russia  steadily  fell  off  during  1917,  and  came  to  an  end  altogether 
after  the  Bolshevist  revolution  in  November  of  that  3^ear. 

The  United  States  Eyiters  the  War. 

In  A})ril,  1917,  President  Wilson  signed  his  country’s  declaration 
of  war.  The  last  remaining  Great  Power  among  the  neutrals  had 
joined  the  belligerents.  This,  in  itself,  necessaril}'  and  greatl}’  weak- 
ened the  position  of  the  States  still  remaining  neutral.  But  the  con- 
secjuences  became  greater  when,  as  events  soon  showed,  the  Ameri- 
can Government,  in  order  to  hasten  the  end  of  the  War  in  the 
interests  of  tlie  Associated  Powers,  did  not  hesitate  to  make  use  of 
measures  of  a commercial  policy  which  even  went  considerably  be- 
yond those  previously  practiced  by  the  Allies.  In  the  L^nited  States 
fantastic  rumors  were  circulated  as  to  exports  from  Sweden  and  the 
other  neutrals  of  foodstuffs  and  other  things  needed  lyv  the  Central 
Powers  for  war  ])urposes;  and  these  statements,  often  founded  upon 
misunderstood  or  incomplete  information,  helped  to  embitter  Ameri- 
can feeliniT  ajrainst  neutrals.  Immediately  after  the  Declaration  of 
\\'ar  the  President  was  empowered  to  make  use  of  all  the  resources 
of  the  country  in  the  War  against  the  German  Government.  Drastic 
regulations  as  to  the  clearing  of  ships  and  the  use  of  bunker  coal 
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were  issued,  and  a careful  check  on  exports  was  instituted.  By  a law 
passed  on  June  15,  1917,  the  President  was  vested  with  unlimited 
powers  to  regulate  the  foreign  trade  of  the  country  by  total  or  par- 
tial prohibitions  of  export.  One  prohibition  having  followed  another 
during  the  next  few  months,  all  exports  to  the  European  neutrals, 
except  by  license,  were  prohibited  about  the  end  of  August,  1917. 

To  the  earlier  difficulties  in  the  way  of  imports  from  the  tinited 
States,  caused  by  seizures  of  vessels  blockaded  by  Britain  and  her 
demand  for  letters  of  assurance,  there  was  now  added  America’s  em- 
bargo policy  which  was  followed  up  with  a hard-handed  consistency. 
This  did  not  simply  mean  that  American  exports  were,  first  of  all, 
reserved  for  the  Allies.  If  any  exports  to  neutrals  were  to  be  allowed, 
this  must  be  only  on  very  onerous  conditions.  For  example,  the  de- 
mand was  made  that  American  coal  and  lubricating  oils  should  not 
be  used  for  the  production  of  anything  exported  to  Germany,  and 
that  American  fodder  should  not  be  fed  to  cattle  tliat  yielded  any- 
thing which,  directly  or  indirectl^g  was  to  go  to  Germany.  These 
demands  meant  that  neutral  countries  were  not  to  be  able  to  dispose 
freely  even  of  such  of  their  products  as  had  been  made  altogether 
from  their  own  raw  materials.  By  America’s  press  and  by  individual 
])oliticians  it  was  proposed  that  the  neutral  countries  of  northern 
Europe  should  be  forced  to  break  off  all  commercial  relations  with 
the  Central  Powers. 

For  the  commercial  policy  of  Sweden,  based  upon  considerations 
of  international  law,  the  entrance  into  the  War  of  the  United  States 
also  had  specific  consequences.  For  the  objections  of  Sweden  to  con- 
trol by  belligerents  over  goods  coming  from  neutrals  ceased  to  apply 
to  American  goods. 

^\s  soon  as  there  was  reason  to  fear  these  new  difficulties  for  neu- 
trals, created  by  the  entrance  of  the  United  States  into  the  War, 
and  especially  to  fear  new  restrictions  upon  American  exports,  Swe- 
den, early  in  May,  1917,  before  any  other  neutral  Power,  sent  a 
delegation  to  Wasliington  to  inform  the  American  authorities  as  to 
the  situation  of  Sweden,  and  to  endeavor  to  bring  about  import 
facilities.  Negotiations  continued  during  the  greatest  part  of  1917, 
but  proved  fruitless.  The  consequence  was  that  during  1917, — leav- 
ing aside  the  cargoes  in  American  ports  which  were  set  free  by  the 
agreement  with  Great  Britain,  already  mentioned — the  imports  to 
Sweden  from  the  United  States  ceased  almost  completely.  About 
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Christmas  1917,  however,  the  American  authorities  allowed  some 
minor  shi2)ments  to  be  exj:)orted  to  Sweden.  This  so-called  Christmas 
present  consisted  of  2,500  tons  of  coffee,  5,500  tons  of  mineral  oils, 
and  about  100  tons  of  drugs.  In  return  Sweden  allowed  some  Swed- 
ish vessels  in  the  j)orts  of  the  United  States  to  go  to  South  xVmerica 
in  the  interests  of  the  United  States. 

Sraedcn's  Commercial  Policy  as  It  Affected  Germany. 

As  has  been  mentioned,  the  jiroclaiming  of  unrestricted  submarine 
war  by  the  Central  Powers  brought  Swedish  trade  with  Great  Brit- 
ain to  a standstill.  On  rejiresentations  by  Sweden  Germany  agreed, 
at  the  end  of  INIarch,  1917,  that  Swedish  ships  in  British  ports  or 
waters  should  j:)ass  unmolested  through  the  blockaded  area  on  May 
1.  But,  as,  in  sj)ite  of  strong  efforts  by  Sweden,  a British  license  for 
the  ships  to  clear  could  not  be  obtained  before  that  date, — and  it 
was  later  made  May  8, — this  German  safe-conduct  could  not  be 
made  use  of.  Tli'e  German  Government  having  set  a new  date,  July 
1,  twenty-three  shij)s  left  British  j^orts,  however,  and  arrived  safely 
in  Sweden. 

By  an  amendment  to  the  German  Prize  Order  of  July,  1917, 
notice  was  given  that  neutral  vessels  would  be  treated  like  enemy 
slu2)s,  if  owned  wholly  or  in  j^art  by  subjects  of  an  enemy  State,  or 
chartered  by  an  enemy  shijijhng  firm,  or  used  in  the  interests  of 
enemy  o^jerations.  Neutral  vessels,  making  jiart  of  a British  convo}y 
were  always  treated  by  German  warships  as  enemy  slu2:)s. 

In  sj)ite  of  the  deadness  of  trade  during  the  first  and  most  peril- 
ous |)eriod  after  the  jDroclamation  of  the  Central  Powers,  the  losses 
of  the  Swedish  mercliant  marine  by  German  submarines  were  very 
heavy.  During  1917  thirt3'-five  ships  in  all  were  sunk,  with  the  loss 
of  sixty-eight  lives.  Especially  |:)ainful  was  the  impression  made 
wlien  three  ships,  vessels  set  free  by  the  British  Government  on  the 
basis  of  the  agreement  May  8,  and  largely  laden  with  grain,  were 
tor2)edoed  about  I\Iay  20.  As  soon  as  there  was  any  chance  of  suc- 
cess Sweden  2)rotested  against  the  sinking  of  these  ships  and  j)ut 
forward  claims  for  compensation. 

'I'lie  direct  exchange  of  goods  between  Sweden  and  Germany  by 
the  Baltic — which  went  on  under  the  cTgis  of  the  German  navy — 
contiTiued  not  unsatisfactorily  during  1917,  and,  considering  the 
partial  embargo  on  trade  to  the  West,  became  even  of  relatively 
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greater  importance  than  before  from  the  point  of  view  of  imports. 
In  addition  to  the  necessities  imported,  “in  compensation”  from 
Germany  and  already  mentioned — (coal,  potash,  salt,  drugs,  dyes, 
Glauber’s  salt,  soda,  machinery,  instruments,  iron,  etc.) — Sweden, 
during  the  second  part  of  1917,  received  large  quantities  of  Ru- 
manian lubricating  oils,  which  were  of  great  value  because  of  the 
serious  scarcity  of  these  indispensable  commodities.  Certain  quan- 
tities of  sugar  and  potatoes  also  arrived  from  Germany  during  the 
last  months  of  the  year. 


Scandinavian  Cooperation  during  the  World  War. 

Dating  back  to  the  first  period  of  the  War,  the  cooperation,  based 
iq)on  mutual  confidence,  had  been  going  on  between  the  three  Scan- 
dinavian countries.  This  collaboration  was  of  great  value  to  them  in 
foreign  affairs,  as  well  as  at  home,  from  the  point  of  view  of  politics 
and  social  psychology;  but  only  to  a minor  degree  did  it  enter  the 
field  of  commercial  policy.  In  so  far  as  this  was  the  case,  it  had  prin- 
cipally been  in  matters  of  international  law,  not  going  much  beyond 
the  protests  against  the  above  mentioned  encroachments  of  the  bel- 
ligerents. Otherwise  in  matters  of  commercial  policy  there  had 
hardly  been  any  unity  in  the  courses  taken  by  the  three  countries. 
Ry  the  end  of  1915  Denmark  had  entered  upon  an  agreement  with 
Great  Britain,  concluded  between  the  leading  Danish  business  or- 
ganizations and  the  British  Government,  imports  for  Denmark  be- 
ing arranged  for  by  that  agreement.  In  Norway  special  agreements 
had  been  arrived  at  between  the  British  authorities  and  competent 
Norwegian  business  organizations,  in  charge  of  import  trade.  But, 
since  the  attempt  at  a general  commercial  agreement  with  Great 
Britain  had  foundered,  in  the  case  of  inqjorts  from  overseas,  Swe- 
den, on  the  other  hand,  had  tried  to  handle  every  case  separately, 
imports  from  Great  Britain  herself  being  based  on  the  system  of 
compensations. 

In  consequence  of  these  dissimilarities  and  of  the  concessions  to 
belligerents  which  the  three  countries  had  had  to  make,  trade  among 
themselves  had  decreased  rather  than  increased  in  the  course  of  the 
War.  The  unrestricted  submarine  war  having,  in  the  spring  of 
1917,  faced  all  three  with  the  menacing  prospect  of  seeing  their 
inq)orts  from  the  West  more  or  less  completely  cut  off,  the  thought 
arose  that  such  Scandinavian  neighbors  ought  to  be  able  to  com- 


102 


SWEDEN  IN  THE  WORLD  WAR 


pensate  one  anotlicr,  at  least  in  part,  for  the  deficient  supply  from 
other  quarters.  It  is  true  tliat  tlie  three  countries — Denmark,  on 
account  of  her  intensive  agriculture,  Norway,  l)ecause  of  her  fish- 
eries and  very  large  merchant  marine,  and  Sweden,  by  reason  of  her 
higlily  specialized  industries — had,  in  normal  times,  turned  to  the 
world’s  markets  for  imports  as  well  as  exports;  but,  on  the  other 
hand,  the  resources  of  the  three  countries,  which  supplemented  one 
another  in  several  respects,  might  be  exchangeable  in  an  increased 
degree,  to  the  mutual  benefit  of  all,  as  their  relations  with  the  outer 
world  liad  been  more  or  less  cut  off. 

The  first  efforts  to  intensify  inter-Scandinavian  trade  were  made 
in  the  spring  of  1917,  mainly  on  private  initiative,  but  not  without 
the  knowledge  of  the  authorities  and  tacitly  agreed  to  by  them ; by 
the  summer  of  the  same  year  a very  considerable  increase  in  trade 
between  Sweden  and  Denmark,  in  particular,  had  taken  place.  It 
soon  became  clear  that  organized  cooperation  on  the  part  of  the  offi- 
cial authorities  would  be  desirable,  especially  as  the  goods  to  be  ex- 
changed were  mostly  prohibited  of  export  and,  consequently,  stood 
in  need  of  licenses.  On  the  basis  of  an  agreement  made  at  a meeting 
of  the  sovereigns  of  the  three  countries  at  Christiania  in  November, 
1917,  official  committees  were,  accordingly,  established  in  each  coun- 
try for  the  purpose  of  supervising  and  facilitating  such  trade. 
Through  the  measures  taken  by  these  committees  a new  system  was 
adopted.  As  reexports  of  imported  goods  were,  as  a rule,  made  im- 
possible because  of  the  guarantees  given  to  belligerent  powers,  this 
new  Scandinavian  exchange  was  limited  to  the  products  of  the  coun- 
tries themselves.  The  principle  agreed  upon  was  that  the  basis 
should  not  be  any  narrow  identity  of  value  in  the  goods  themselves, 
as  experience  derived  from  that  sort  of  agreement  with  the  belliger- 
ent ])owers  had  shown  that  trade  was  hampered  by  such  systems  of 
compensation.  Instead,  this  became  the  leading  principle:  there 
should  be  the  greatest  mutual  confidence,  and  each  country  should 
do  its  utmost  to  siq)ply  the  other  two  with  what  they  stood  in  need 
of,  in  the  firm  belief  they  could  expect  the  same  treatment  on  their 
part.  On  these  lines  the  exchange  of  goods  went  on  during  1918  and 
continued  even  after  the  beginning  of  1919. 

As  an  illustration  of  the  importance  to  Sweden  of  this  trade  it 
may  be  noted  that  the  total  value  of  foodstuffs  imported  from  Den- 
mark in  1917  amounted  to  kr.  50,()()(),0()0 — about  $13,()0(),()()() — 


THE  EMBARGO:  1917  AND  AFTER 


103 


representing  lialf  the  total  imports  of  foodstuffs  to  Sweden  during 
that  year — and  in  1918  to  kr.  OTjOOfhdOff-  These  imports  consisted 
principally  of  the  following  things:  in  1917,  7,000  tons  of  butter, 
6,800  tons  of  pork,  550  tons  of  cheese,  and  30,000,000  eggs ; in 
1918,  7,000  tons  of  grain,  5,000  of  butter,  6,000  of  meat,  3,000  of 
sugar,  and  75,000,000  eggs,  to  which  there  must  be  added  consider- 
able imports  of  potatoes,  and  about  47,000  tons  of  turnips  and  other 
root  crops.  Among  Danish  exports  to  Sweden,  seed,  hides,  bones, 
animal  fats,  glycerine,  and  scrap  iron  may  be  mentioned.  Among 
Norwegian  imports  to  Sweden  the  most  important  was  salted  her- 
ring, amounting  to  some  54,600  tons  during  1918,  which  met  all  the 
requirements  of  Sweden  in  this  foodstuff.  Of  great  value  to  Swedish 
economic  life  were  also  some  18,000  tons  of  nitrate  fertilizers. 
Among  other  commodities  imported  from  Norway  to  Sweden  may  be 
mentioned  102,000  tons  of  pyrites  in  1917,  and  110,000  in  1918. 

In  exchange  Sweden  exported  to  Denmark  and  Norway  large 
quantities  of  commodities  needed  in  the  industries  of  both  countries. 
1)  uring  1917  and  1918,  when  the  supply  of  iron  from  belligerent 
countries  fell  to  an  insignificant  percentage  of  the  normal,  Sweden 
exported  iron  and  steel  to  Denmark  to  the  value  of  kr.  16,000,000 
in  1917,  and  kr.  42,000,000  in  1918 — or  in  American  money 
$4,300,000  and  $11,300,000,  res]>ectively,  and  to  Norway  the  same 
exports  to  the  value  of  kr.  32,000,000  and  kr.  43,000,000.  Among 
other  Swedisli  exports  may  be  mentioned  dressed  lumber  and  wood- 
work, firewood,  })ulp,  spinning  paper,  turpentine  and  wood  tar, 
glassware,  and  fireproof  bricks. 

In  this  way  Scandinavian  cooperation  during  the  last  years  of  the 
War  also  came  to  include  the  mutual  exchange  of  goods.  The  addi- 
tions thus  made  to  the  available  stocks  of  commodities  became  of 
gi-eat  value  to  the  three  peoples  during  the  existing  shortage.  This 
collaboration  was  also  a practical  proof  of  the  fact  that  the  Scandi- 
navian countries  are  able,  during  a period  of  commercial  embargo 
and  general  scarcity,  to  do  better  by  mutual  assistance  than  they 
could  if  each  worked  for  its  own  hand,  and  that  Sweden,  Norway, 
and  Denmark  are,  together,  in  a considerably  better  position  to  be 
self-supporting  than  when  facing  tlie  world  alone. 


CHAPTER  VIII 

A COMMERCIAL  ARRANGEMENT  WITH  THE 
ASSOCIATED  POWERS 

The  Change  of  Government  in  October,  1917. 

\ General  election  to  the  Lower  Chamber  took  place  in  September, 
1917.  The  results  were  favoraljle  to  the  parties  of  the  Left,  and  the 
Swartz  Government  resigned  in  October.  It  was  succeeded  by  a 
Coalition  Government  of  Liberals  and  Social  Democrats,  the  chief 
of  tlie  liiheral  Party,  N.  Eden,  becoming  Prime  Minister,  and 
J.  Hellner,  IMinister  of  Foreign  Affairs.  The  leader  of  the  Social 
Democrats,  Hj.  Rranting,  entered  the  Government  as  Minister  of 
Finance,  but  had  to  resign  in  January,  1918,  for  reasons  of  health. 

In  its  program  the  new  Government  stated  its  intention  of  main- 
taining a strictly  impartial  policy  of  neutrality  and  a commercial 
]K)licy  in  harmony  therewith,  in  accordance  with  the  intentions  and 
the  clearly  expressed  mandates  of  the  Swedish  people,  already  many 
times  rej)eated.  The  action  of  the  belligerent  Powers  now  made  it 
imperative  for  Government  and  people  to  unite  their  strength  to  find 
some  means  of  lightening  their  burden  and  to  make  it  possible  to  en- 
dure the  crisis  without  suffering  too  profoundly. 

Commercially  Sweden  was  in  a critical  position  at  this  time. 
Everywhere  artificial  barriers  had  been  set  up  and  trade  had  been 
im])eded.  Overseas  imports  had  all  but  come  to  an  end,  save  for  the 
slii])ments  which  had  been  set  free  by  the  ])artial  agreement  with 
Great  Rritain  in  the  early  summer.  Imports  from  Rritain  had  fallen 
to  a minimum,  with  the  exception  of  coal.  Trade  with  Russia, 
whither  exports  had  gone  in  the  earlier  years  of  the  War  to  a con- 
siderable extent,  had  now  almost  disapj)eared.  The  access  to  Dutch 
])orts,  tlii’ough  which  a considerable  part  of  the  German  coal  im- 
])orts  to  Sweden  had  been  ship|)cd,  had  recently  been  stopped  by 
the  Rritish.  Imports  from  Germany  via  the  Baltic  went  on,  it  is  true; 
but  in  no  case  could  the  most  indispensable  of  commodities,  grain, 
be  ])rocurcd  in  tliat  way.  The  exchange  between  the  Scandinavian 
countries,  important  as  it  was,  was  far  from  being,  in  itself,  suffi- 
cient to  meet  the  needs  of  Sweden.  IMost  j)ressing  was  the  question 
of  food  supply.  Even  in  A])ril,  1917,  the  ration  of  flour  had  had  to 
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be  cut  down,  and  now  classes  of  foodstuffs  had  had  to  be  rationed  or 
regulated  by  commercial  or  transport  arrangements.  An  increasing 
shortage  of  fodder  had  given  rise  to  other  extensive  regulations,  and 
agriculture  lacked  manures.  The  new  consuni})tion  year  had  begun 
under  extremely  unfavorable  auspices,  as  the  home  grain  crops  had 
never  been  less  satisfactory  within  the  memory  of  man,  Ijcing,  as  a 
matter  of  fact,  below  half  the  normal  figure.  Industry  had  shown  an 
enormous  ada[)tability,  it  is  true,  and  had  been  able  to  continue  by 
resorting  always  more  and  more  to  all  sorts  of  substitutes ; but  it  was, 
none  the  less,  being  ever  heavily  burdened  because  of  the  scarcity  of 
raw  materials  duo  to  the  embargo  on  ini])orts. 

Negotiations  with  the  Associated  Powers  in  the  Autumn  of  1917. 

d'his  being  the  situation,  the  new  Swedish  Government  decided 
upon  another  attempt  to  reach  a commercial  agreement  with  the 
Associated  I’owers  through  which  renewed  imports  of  the  commodi- 
ties needed,  for  food  for  the  people  and  raw  materials  for  industry, 
might  be  secured.  At  the  same  time  relations  with  the  Central  Pow- 
ers must,  of  course,  be  maintained  on  the  basis  of  Sweden’s  continued 
commercial  neutrality.  At  the  beginning  of  December,  1917,  a spe- 
cial commission  was  sent  to  London  for  this  purpose.  And  among  its 
members  may  be  mentioned  IVIr.  Marcus  Wallenberg,  the  president 
of  one  of  the  principal  Swcdisli  banks,  who  played  a great  part  in 
the  effort  to  obtain  positive  results,  both  in  these  negotiations  and 
in  those  of  the  preceding  year,  as  the  spokesman  of  the  Swedish 
business  world. 

Negotiations  were  immediately  opened.  In  comparison  with  the 
same  sort  of  negotiations  in  the  summer  of  1915  and  the  autumn  of 
19K),  the  situation  had  changed  in  some  important  respects.  At 
those  earlier  dates  the  most  eff’ective  weapon  of  Sweden  had  been  her 
power  over  the  carrying  trade  to  Russia ; but,  especially  after  the 
Rolshevist  revolution  of  November,  1917,  this  had  largely  lost  its 
interest  in  tlie  eyes  of  the  Allies.  Other  factors  had  now  come  to  the 
fore.  During  1917  the  scarcity  of  Allied  tonnage  had  been  growing 
steadily  worse,  both  in  consequence  of  losses  by  submarines,  and  on 
account  of  the  ever  increasing  demand  for  means  of  transport  due 
to  the  entrance  of  the  United  States  into  the  War.  What  was  par- 
ticularly desired  by  the  Associated  Powers  was,  therefore,  the  great- 
est possible  quantity  of  tonnage.  In  spite  of  the  protests  of  Sweden, 
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tlie  British  and  French  governments  had,  during  the  autumn  of 
1917,  requisitioned  a number  of  Swedish  vessels  in  British  and 
French  ])orts.  If  an  agreement  could  not  be  reached  there  was  some 
danger  that  other  vessels,  also  in  the  power  of  the  Allies,  might  be 
treated  in  the  same  way.  A second  important  point  was,  of  course, 
the  wish  of  the  Associated  Powers  to  curtail  Swedish  exports  to  the 
Central  I’owers.  In  this  case,  too,  their  demands  had  increased  very 
considerably  as  compared  with  those  of  earlier  negotiations;  the 
claim  was  made  that  Sweden  should  absolutely  block,  or  in  any  case 
limit,  even  ex})orts  in  which  no  imported  raw  materials  entered, 
d'his  referred  in  particular  to  iron  ore,  cellulose,  and  paper.  As  a 
third  point  may  he  mentioned  the  desire  of  the  Associated  Powers, 
for  financial  reasons,  to  be  given  long-term  credits. 

As  a first  result  of  the  negotiations  a preliminary  agreement  was 
reached  on  IMarch  1,  1918,  the  so-called  ‘‘‘’modus  vivcndi  arrange- 
ment.” Through  it  Sweden  secured  certain  imports  of  great  value, 
in  all  about  75,000  tons,  and  comprising  26,000  tons  of  maize,  3,000 
tons  of  oil-cake,  25,000  of  raw  phosphate,  15,000  of  mineral  oils, 
and  25,000  bales  of  coffee.  In  return  the  Swedish  Government  put 
100,000  tons  of  Swedish  shipping,  then  in  Allied  ports,  at  the  dis- 
posal of  the  Allies  for  time-chartering  during  the  next  three  months 
in  Furo])ean  waters. 

About  the  same  time  the  delegates  had  delivered  drafts  to  their 
res})ective  Governments  of  a “General  Commercial  and  Tonnage 
Agreement.”  The  State  Commerce  Commission  of  Sweden  in  a 
memorandum  of  IMarch  21,  1918,  summed  up  its  views  of  this  pro- 
])osal  as  follows.  As  the  draft  agreement — by  which  there  were  to 
be  secured  to  Sweden  imj)orts  that  were  indispensable  both  for  the 
feeding  of  the  })eople  and  the  contiiuaance  of  industry — meant  ad- 
vantages of  very  great  value,  the  Commission  advised  its  accept- 
ance. An  a<»:reement  with  the  Associated  Powers  was  the  more  de- 
sirable,  as  Sweden,  under  normal  conditions,  had  to  draw  its  imports 
mainly  from  the  Powers  which  belonged  to  that  group,  and  a nega- 
tive result  of  the  negotiations  must  be,  therefore,  expected  to  lead 
to  harmful  commercial  consequences  to  the  country,  not  only  for  the 
moment  but  also  for  a long  time  to  come.  On  the  other  hand,  an 
a<>'reement  with  the  Allies  must  not  be  brought  about  at  the  price  of 
such  a change  in  Sweden’s  relations  with  their  opponents  as  would 
mean  a commercial  rupture.  Because  of  the  geographical  position  of 
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Sweden,  and  especially  considering  recent  occurrences  and  the  in- 
creased power  of  Germany  in  the  lialtic,  such  a crisis  must  be  pre- 
vented. The  Commission  took  it  for  granted  that  the  policy  of  neu- 
trality was  to  be  maintained  in  the  future  as  in  years  past.  An 
agreement  of  the  scope  now  contemplated — l>y  which,  for  example, 
a large  amount  of  tonnage  was  to  be  put  into  the  service  of  the 
Associated  Powers,  and  exports  from  Sweden  to  the  Central  Powers 
of  important  goods  were  to  be  curtailed,  ought,  therefore,  not  to  be 
entered  into  before  it  had  been  made  clear  how  it  would  be  regarded 
by  the  other  side. 

Certain  Agreements  with  Germany  m the  Spring  of  1918. 

It  had  not  remained  a secret  to  the  Swedish  Government  that  its 
attempt  to  reach  an  agreement  with  the  iVssociated  Powers  had 
aroused  sus])icion  on  the  part  of  Germany.  Above  all,  the  efforts  of 
the  former  to  secure  the  use  of  Swedish  tonnage  were  watched  most 
narrowly  as  that  would  help  to  make  good  the  shortage  caused  by 
the  submarine  war;  the  same  was  the  case  with  the  efforts  to  restrict 
Swedish  exports  to  the  Central  Powers,  iron  ore  being  of  the  first 
importance  to  Germany.  On  the  other  hand,  for  Sweden  it  was  par- 
ticularly important  to  secure  coal  from  Germany.  The  exchange  of 
commodities  between  the  two  countries  had  continued  to  be  based 
u})on  the  ])rinciples  of  compensation.  According  to  successive  agree- 
ments, coal  and  other  German  commodities  had,  at  this  stage,  been 
bartered  for  iron  ore,  cellulose,  spinning  paper,  and  other  purely 
Swedish  products.  As  these  exports  would  have  to  be  restricted,  if 
the  pro])osed  agreement  with  the  Associated  Powers  was  to  be  made, 
it  became  necessary  to  find  an  arrangement  which  allowed  for  com- 
j)ensation  within  the  lines  drawn  up  in  this  agreement. 

Negotiations  with  Germany,  consequently,  had  to  be  initiated 
before  they  could  reach  any  final  result  with  the  other  groiq)  of  bel- 
ligerents; and  they  were  taken  up  in  Rerlin  in  March,  1918,  by  a 
special  Swedish  commission.  They  developed  favorably  and  led,  in 
Aj)ril,  to  a new  coal  agreement,  covering  the  months  from  A]>ril  to 
Septemher,  inclusive,  of  that  year.  By  this  agreement  the  German 
Government  })romised  to  permit  the  export  of  at  least  l.'5(),()00  tons 
of  coal,  coke,  and  bri(juettes,  during  each  of  these  months.  The  com- 
])ensation  was,  in  the  first  place,  to  consist  of  iron  ore  and,  also  of 
cellulose,  spinning  })aper,  and  other  Swedish  products.  Credits 
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should  likewise  be  extended  by  Sweden,  as  had  been  the  case  in 
earlier  agreements,  on  the  basis  of  the  amount  of  coal  delivered.  If 
Swedish  exports  of  iron  ore,  cellulose,  and  spinning  pa})er  fell  below 
the  quantities  agreed  uj^on,  there  was  to  be  a corres])onding  decrease 
in  German  coal  exports.  If  exports  of  cellulose  and  paper  to  Ger- 
many stop]>ed  altogether,  Germany  was,  in  any  case,  to  deliver 
/ 5,000  tons  of  coal  per  month,  in  exchange  for  the  iron  ore  alone. 
No  new  coal  agreement  between  the  two  countries  was  made  after 
this,  and  the  stipulations  as  here  given  held  good  to  the  end  of  the 
War. 

It  had  also  become  necessary,  however,  to  reach  an  agreement 
with  Germany  covering  Sweden’s  trade  with  the  West.  During  1917 
German  warships  in  the  Baltic  and  along  the  coasts  of  Sweden  had, 
more  and  more,  been  making  a practice  of  ordering  Swedish  ships 
in  international  waters  to  call  at  a German  port  for  examination. 
This  could  be  avoided,  however,  if  the  ship  carried  a German  letter 
of  safe-conduct — a Gclcitschcin.  Such  a safe-conduct,  issued  by  a 
German  authority  in  the  port  of  departure,  after  an  examination 
of  the  shijj’s  ])apers,  gave  the  vessel  a free  passage.  But  the  use  of 
these  letters  had  not,  at  the  beginning,  been  authorized  by  the  Swed- 
i.sh  Government,  and  been  wholly  left  to  the  discretion  of  the  trade. 

The  risks  to  Swedish  shipping  greatly  increased  after  Germany, 
in  April,  1918,  made  new  prize-law  regulations.  According  to  them, 
a vessel  under  a neutral  flag  was  to  be  held  to  be  engaged  in  enemy 
operations,  and,  consequently,  was  an  enemy  vessel,  if  the  State, 
the  flag  of  which  the  vessel  was  entitled  to  carry,  had  made  an  agree- 
ment with  a State  at  war  with  Germany,  calling  for  the  delivery 
of  tonnage,  or  if  the  princi})al  part  of  the  emplo}’ed  tonnage  of  the 
neutral  State  was  chartered  by  the  enemy.  These  stipulations  did 
not  a])])ly,  however,  when  circumstances  argued  against  the  pre- 
sumption in  question,  which  probably  meant  when  a German  safe- 
conduct  was  carried.  As  Sweden  was  then  contemplating  an  agree- 
ment with  the  Allies  concerning  Swedish  tonnage,  and  as  Sweden’s 
western  trade  must  be  expected  to  increase  as  a result  of  such  an 
agreement,  the  necessity  of  having  these  questions  arranged  for 
satisfactorily,  so  far  as  Germany  was  concerned,  was  apparent. 

Consecjuently,  the  matter  was  taken  up  in  the  negotiations  in  Ber- 
lin during  March  and  April,  1918;  and  an  agreement  was  reached 
under  which  the  Swedish  Government  accepted  the  S3’stem  of  safe- 
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conduct.  Such  letters  might  be  issued  botli  for  vessels  going  to  neu- 
tral States,  via  the  Noi-th  Sea  and  the  Baltic,  and  for  trade  abroad. 
In  the  latter  case  Sweden  was  even  permitted  to  trade  with  countries 
at  war  with  Germany,  on  the  condition  that  such  cargoes  were  alto- 
gether reserved  for  the  needs  of  Sweden  herself.  The  use  of  safe- 
conducts  was  not  made  obligatory;  but  vessels  which  did  not  carry 
them  would  have  no  ground  for  objecting  to  being  taken  to  a Ger- 
man port  for  examination,  nor  could  they  ask  for  compensation  for 
such  treatment.  But  in  no  case  would  safe-conducts  apply  within  the 
blockaded  area,  though  a vessel  which  had  clearly  entered  it  by 
mistake  or  under  force  majeure  would  be  shown  due  consideration. 

During  the  following  period  Swedish  shipping,  to  a great  extent, 
made  use  of  safe-conducts.  Shipping  on  the  North  Sea  and  the  Bal- 
tic and,  without  exception,  vessels  carrying  goods  from  overseas 
markets  to  Sweden  under  the  agreement  with  the  Associated  Bowers, 
■ — now  to  be  studied  in  detail — all  alike  provided  themselves  with 
such  letters. 

The  C oimncrcial  and  Tonnage  Agreement  with  the  Associated 
Powers,  of  May  29,  1918. 

The  Agreement  signed  on  May  29,  1918,  was  the  result  of  nego- 
tiations which  had  been  going  on  in  London  at  the  same  time  as 
those  in  Berlin;  and  it  was  arranged  between  Sweden,  on  the  one 
side,  and  Great  Britain,  France,  and  Italy,  on  the  other.  The  United 
States  also  became  a part  to  it.  In  several  respects  it  followed  the 
lines  of  the  proposal  which  had  grown  out  of  the  negotiations  of 
1919-1917 ; but  in  some  points  it  went  considerably  beyond  these. 

From  a Swedish  point  of  view  the  value  of  the  Agreement  was, 
above  all,  in  the  imports  it  provided.  Like  the  draft  of  1917  this 
part  of  the  Agreement  was  based  upon  a consistent  system  of  ration- 
ing. The  Allies  promised  to  help  Sweden  to  procure  Imports  to  very 
large  amounts  on  the  basis  of  the  actual  needs  of  Sweden,  and  this 
was  to  ap|)ly  to  a great  number  of  commodities  which  had  been  put 
upon  a rationing  list  annexed  to  the  Agreement.  In  this  list  were 
comprised  all  the  more  important  things  that  Sweden  desired  to 
import  from  the  M est,  and  most  prominent  in  it  were  the  following 
commodities,  in  quantities  per  annum  as  follows:  cereals,  250,000 
tons;  fodder,  300,000  tons  (for  15  months)  ; sugar  and  molasses, 
8,000  ; rice,  12,000  ; lubricating  oils,  fuel  oils,  and  other  minei'al  oils. 
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133,000;  raw  cotton  and  cotton  goods,  18,000;  wool  and  woolen 
goods,  6,200 ; hides  and  leather,  7,200 ; tanning  materials,  8,000 ; 
copper  and  copper  alloys,  8,000;  lead,  2,000;  tin,  700;  tin  and 
lead-plate,  5,000 ; saltpeter,  35,000 ; raw  phosphates,  80,000 ; sul- 
phur, 10,000;  and  in  addition — the  annual  quantities  also  being 
stipulated  in  these  cases — coffee,  cocoa,  tea,  fresh  and  dried  fruit, 
vegetable  oils,  spices,  spirits  and  wine,  tobacco,  rubber  and  rubber 
goods,  hemp,  jute,  silk,  soap,  varnish,  cork,  manganese,  chrome  and 
vanadium  iron,  aluminium,  nickel,  mercury,  asbestos,  borax,  graph- 
ite and  graphite  crucibles,  phosphorus,  resin,  raw  soda,  starch,  etc. 
With  regard  to  coal  the  British  Government  promised  to  give  li- 
censes up  to  a monthly  total  of  150,000  tons.  Like  the  draft  of  1917, 
the  Agreement  of  1918  prescribed,  in  the  matter  of  supervision,  the 
ini])orting  of  the  commodities  on  the  rationing  lists  by  particular 
im])ort  associations.  Upon  these  associations,  made  up  of  business 
men  re])resenting  their  respective  fields,  was  to  fall  the  duty  of  giv- 
ing guarantees  that  there  would  he  no  reexportation  of  the  imported 
commodities,  or  of  the  products,  by-products  and  waste,  derived 
therefrom.  And  all  this  was  to  be  approved  by  the  State  Commerce 
Commission  and,  consequently,  binding  under  the  Swedish  Law  Gov- 
erning Commerce  in  War-Time.  In  the  draft  agreement  of  1917  the 
names  of  idtimate  purchasers  had  not  been  demanded  b}^  the  British 
authorities,  who  were,  consequently,  unable  to  prevent  such  imports 
reacliing  firms  on  the  black  list  or  otherwise  objectionable.  But  this 
|)osition  cmdd  not  I>e  allowed  to  stand  in  the  new  Agreement.  On  the 
contrary,  it  was  sti])ulated  in  it  that  the  person  or  firm  for  which  the 
shi])ment  was,  as  a matter  of  fact,  intended  should  be  given  by  name 
both  in  the  guarantee  issued  by  the  import  association,  and  also  in 
the  hill  of  lading.  Import  associations  were  allowed  to  deliver  the 
imj)orted  goods  oidy  to  the  owners  so  denominated,  and  had  to  de- 
mand a guarantee  against  reexport  before  the  commodity  was  de- 
livered. If  a commodity  on  the  rationing  list  was  consigned  to  the 
Swedish  Government  or  to  any  of  its  agencies,  this  was  to  be  con- 
sidered as  a guarantee  that  the  article  had  been  purchased  by  the 
Government  and  reserved  for  its  use;  and  in  such  cases  ])articular 
guarantees  were  not  demanded.  A special  so-called  “free  list”  was  to 
enumerate  goods  which  might  he  im])orted  without  guarantees ; but 
the  articles  on  this  list  were  of  small  importance. 

As  for  Swedish  exports,  severe  restrictions  were  embodied  in  the 
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iVgrccnicnt.  As  in  the  draft  of  1917  the  Government  was  efficiently 
to  prohibit  and  j)revent  the  export  to  the  Central  Powers  of  all 
rationed  goods  and  their  products,  by-products,  and  waste  materials. 
In  certain  cases,  the  fact  that  an  inconsiderable  amount  of  copper, 
brass,  tin,  aluminium,  rubber,  or  resin,  was  contained  in  an  industrial 
product  was  not  to  constitute  a barrier  against  export,  however.  It 
was  also  to  be  admissible  to  export  to  the  Central  Powers — within 
the  limits  of  very  restricted  total  amounts — cop])er,  brass,  tin,  lead, 
nickel,  and  rubber,  in  return  for  a corresponding  amount  of  the 
same  staples  in  the  form  of  manufactured  products  imported  from 
the  said  Central  I’ovvers. 

Furthermore,  restrictions  were  put  upon  Swedish  exports  to  Ger- 
many and  her  Allies  of  purely  Swedish  products.  An  efficient  export 
})rohibition  was  to  cover  a great  number  of  so-called  articles  simi- 
laires,  i.e.,  Swedish  products  similar  to  those  contained  in  the  ration- 
ing list.  Among  these  may  be  mentioned  every  sort  of  foodstuffs, 
with  the  exception  of  cranberries ; every  sort  of  hides,  leather  and 
skins,  leather  goods  and  tanning  materials,  wool  and  woolen  goods, 
textile  goods  made  of  ])aper,  sulphuric  acid,  nitric  acid,  acid  of 
chloric-hydrogen,  sidjdiates  of  copper  and  nickel,  all  sorts  of  ores, 
with  tlie  exception  of  iron  ore — as  to  which  special  stipulations 
were  made — and  all  metals,  including  in  genei-al,  all  steel-contain- 
ing alloys,  excepting  steel  containing  one  or  less  than  one  per 
cent  of  manganese,  and  j)ig  iron  containing  Swedish  manganese. 
Whth  regartl  to  Swedish  commodities  used  in  compensation  trade 
with  Germany,  limited  exports  were  permitted.  This  was  generally 
the  case,  for  example,  in  the  matter  of  iron  and  steel,  silicon  iron  and 
silicon  manganese  iron,  wood  pitch,  wood  tar,  wood  tar  oil  and  resin 
oil,  acetic  acid,  acetates,  and  carbide  of  calcium. 

With  regard  to  iron  ore,  the  Swedish  Government  promised  that 
in  its  case  ex})orts  to  the  Central  Powers  should  not  exceed  3,500,000 
tons  amiually,  to  be  distributed  over  different  quarters  of  the  year, 
as  in  the  case  of  1917.  h'or  puiqjoses  of  com])arison  it  may  be  men- 
tioned that  iron  ore  exports  to  the  Central  Powers  during  the 
years  1913-1917  had  amounted  to  5,000,000,  3,700,000,  5,100,000, 
4<,300,000,  and  -1,900,000  tons,  respectively.  As  a compensation  for 
this  decreased  export  to  Germany  the  Associated  Powers  promised 
to  take  Swedish  iron  ore  to  the  extent  of  not  less  than  2,000,000  or 
possibly  2,500,000  tons  per  annum. 
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In  the  case  of  sulphate  and  sulphite  pulp,  and  paper  and  paper 
products,  exports  to  the  Central  Powers  were  not  to  exceed  the 
quantities  stipulated  and  based  upon  those  of  the  previous  year,  viz., 
suljdiite  pulp,  89,000  tons,  sulphate  pulp,  88,000,  and  paper, 
59,000,  such  exports  being  distributed  by  quarters  in  the  same  ratio 
as  in  the  previous  year ; and  in  so  far  as  they  exceeded  the  quantities 
exported  in  1914 — (or,  for  sulphite  pulp,  60,000  tons,  for  sulphate 
jnd]),  67,000  tons,  and  for  paper,  27,000  tons) — corresponding  re- 
ductions were  to  be  made  in  the  stipulated  quantities  of  raw  cotton, 
wool,  and  other  textile  materials. 

To  release  for  exportation  to  Holland,  Denmark,  or  Norway, 
goods  which  must  in  no  case,  or  only  to  a limited  extent,  be  exported 
to  Germany  or  her  Allies,  certain  formalities  were  to  be  observed  to 
})revent  reimport  to  the  Central  Powers.  In  the  case  of  some  things 
all  exj)orts  to  the  above  neutral  States  were  also  prohibited.  Exports 
to  Russia,  Finland,  and  Roumania  were  subjected  to  special  regu- 
lations. 

The  Agreement  abolished  the  system  of  compensation  which  had 
been  in  force  between  Sweden  and  Great  Britain,  under  which  Brit- 
ish export  licenses  to  Sweden  had  been  exchanged  for  corresponding 
Swedish  export  licenses,  as  also  transit  licenses  for  Russia.  As  to 
transit,  the  Swedish  Government  promised  to  permit,  without  com- 
pensation, transit  to  and  from  Russia  and  Finland  for  eveiy  kind 
of  goods,  with  the  exception  of  arms,  ammunition,  and  certain  other 
things,  as  enumerated,  u})  to  weekl}*  maximums  of  3,000  tons  in 
the  winter  and  6,000  in  the  summer,  if  so  demanded  by  the  Asso- 
ciated Powers.  If,  however,  on  account  of  barriers  to  import  created 
by  military  action  on  the  part  of  the  Allies,  a shortage  should  de- 
veloj)  in  Sweden  in  the  case  of  some  particular  commodit}’  needed 
for  liome  consumption,  the  Swedish  Government  should  be  free  to 
])revent  this  commoditv  from  leaving  the  country  until  the  disap- 
]>earance  of  such  a shortage. 

As  has  been  mentioned,  the  foremost  desideratum  of  the  Allies — 
besides  that  of  limiting  exports  to  the  Central  Powers — had  been  to 
secure  the  greatest  ])ossible  tonnage.  According  to  the  “Tonnage 
Agreement”  annexed  to  the  general  Commercial  Agreement,  the 
Associated  Powers  acquired,  during  the  period  of  the  Agreement, 
the  i-ight  to  charter  Swedish  vessels  iq)  to  a total  tonnage  of  4()(),00(), 
half  of  it  to  be  used  within  and  half  of  it  outside  of  the  German 
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blockaded  area.  As  the  total  merchant  tonnage  of  Sweden  amounted 
to  a little  above  1,000,000,  a large  part  of  it  had  thus  been  put  at 
the  disi)osal  of  the  Allies.  Rut  the  -100,000  tons  also  covered  the 
100,000  already  turned  over  under  the  modus  vivendi  arrangement. 
Of  the  remainder,  the  tonnage  still  at  the  disposal  of  Sweden,  ships 
of  a capacity  of  at  least  100,000  were  to  be  put  into  the  Swedish- 
Rritish  French  trade.  And  bunker  coal  was  to  be  furnished  under 
only  very  restricted  conditions. 

The  Swedish  Government  promised,  further,  to  establish  a 
monthly  credit,  through  a group  of  Swedish  banks,  of  kr.  6,250,000 
($1,676,000),  to  bo  shared  by  Great  Rritain,  France,  and  Italy. 
This  credit  was  to  be  used  exclusively  for  the  purchase  of  Swedish 
goods.  Stipulations  wore  also  made  as  to  the  remitting,  during  a 
certain  period,  of  half  the  amounts  due  in  payment  for  such  iron 
ore,  ])a])er,  and  pulp,  as  might  be  purchased  in  Sweden. 

It  has  been  stated  above  that  Sweden  had  protested  rigorously 
against  the  so-called  “black  lists.”  As,  according  to  the  Agreement, 
the  names  of  the  final  consignees  were  now  to  be  made  known  to  the 
Allied  authorities,  it  had  become  impossible  to  prevent  the  use  of 
these  lists  in  future.  During  the  last  phase  of  the  War  the  “Statu- 
tory List”  enumerated  270  Swedish  firms,  added  to  which  there 
would  seem  to  have  been  not  less  than  1,500  more  on  the  secret  lists. 
It  was  provided  in  the  Agreement,  however,  that  questions  arising 
from  the  black  lists  were  to  be  made  the  subject  of  confidential  con- 
versations between  the  representatives  of  the  Swedish  and  British 
governments.  The  intention  was  that  both  lists,  the  “statutory”  as 
well  as  the  secret,  should  be  revised  from  time  to  time,  and  the  names 
of  persons,  firms,  and  companies  in  a position  to  provide  satisfac- 
tory explanations  were  to  be  struck  off. 

I'iven  at  an  early  stage  of  the  War  the  publishing  of  Sweden’s 
official  foreign  trade  statistics  had  been  discontinued;  and,  thereby, 
the  ability  of  the  belligerents  to  make  current  estimates  of  the  vol- 
ume of  Swedish  trade  had  been  greatly  hampered.  In  the  Agreement 
Sweden  now  promised  to  furnish  the  Associated  Governments  with, 
the  monthly  figures  for  im])orts  of  rationed  goods — ship  by  shi'p — 
and  also  figures  for  ex])orts  of  goods  in  the  case  of  such  information- 
being  desired. 

The  Allied  Governments,  finally,  still  reserved  their  right  to  visit, 
search,  and,  if  necessary,  detain  Swedish  vessels,  and  to  put  before 
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the  Prize  Court  every  cargo  with  regard  to  which  they  were  in  pos- 
session of  evidence  entitling  them  so  to  act.  If  the  case  for  the  prose- 
cution failed,  the  owner  should,  however,  have  the  right  to  present  a 
claim  for  compensation  before  the  Prize  Court. 

The  Agreement  of  May  129,  1918,  was  to  remain  in  force  to  the 
end  of  the  War.  Roth  parties  were  to  be  entitled  to  give  notice  at 
any  time  after  December  1,  1918;  in  such  case  the  Agreement  was 
to  terminate  at  the  end  of  two  months. 

The  Application  of  the  Agreement. 

The  Commercial  and  Tonnage  Agreement  with  the  Associated 
Powers  meant  for  Sweden  an  ini})ortant  settlement,  one  with  far- 
reaching  consequences  for  the  remainder  of  the  War.  Through  it,  for 
the  first  time  since  the  outbreak  of  war,  Sweden  had  arrived  at  a gen- 
eral arrangement  covering  her  relations  to  the  Western  Powers ; only 
then  had  there  been  brought  to  an  end  that  insecurity  which  had 
resulted  from  negotiations  based  on  one  case  after  another.  Above 
all  there  had  dawned  the  possibility,  so  long  desired,  of  renewed 
imports  from  the  ^Vest  and  relief  from  the  most  pressing  need.  For 
these  reasons  the  Agreement  was  generally  received  with  satisfaction. 

At  the  same  time  somewhat  hostile  criticism  made  itself  heard  in 
some  quarters.  The  Agreement  had  necessitated  important  conces- 
sions and  in  several  ways  had  restricted  the  freedom  of  action  of  the 
country  that  had  had  no  counterpart  in  the  years  before,  when  there 
were  no  general  arrangements.  In  particular,  the  limit  ])ut  on  exports 
to  the  Central  Powers  met  with  little  favor  in  certain  quarters,  as  it 
must  lead  to  a falling  off  in  trade  with  these  Powers;  the  same  held 
good  with  regard  to  the  promise  of  delivering  tonnage  to  the  Allies, 
as  the  country  would,  thereby,  deprive  itself  of  an  extremely  valuable 
asset,  and  I'isk  those  vessels  which  would  have  to  go  into  service 
within  the  blockaded  area. 

Immediately  upon  the  signing  of  the  Agreement  measures  were 
taken  to  put  it  into  force. 

A committee  of  Swedish  shipowners,  appointed  to  advise  the  Gov- 
ernment on  (questions  of  navigation,  was  empowered  to  supply  the 
vessels  to  be  time-chartered  by  the  Allies,  and  to  make  the  necessary 
agreements  with  their  fellow  shipowners.  In  accordance  with  their 
arrangements,  licenses  were  given  for  the  tonnage,  amounting  to 
400,000  tons,  as  had  been  promised. 
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In  the  course  of  the  War  one  Swedish  export  proliibition  after 
another  had  been  issued.  Considering  the  new  curtailment  of  ex[)orts 
stipidated  in  the  Agreement  it  now  became  necessary,  however,  to 
establish  a control  far  more  detailed  than  anything  before  it.  The 
great  majority  of  the  commodities  which  had  remained  free  were 
now  made  subject  to  j)rohibition,  the  control  being  executed  by  the 
State  Commerce  Commission.  For  iron  ore  no  prohibition  was  issued, 
the  necessary  control  being  organized  in  another  way. 

It  fell  to  the  State  Commerce  Commission  to  organize  the  called- 
for  import  measures.  Above  all,  the  Commission  had  to  arrange  for 
exjmrt  and  shipping  licenses  in  the  various  countries  from  which  the 
ini])orts  would  come.  For  this  purpose  the  Commission  put  itself  into 
direct  relation  with  an  agency  that  served  all  the  Allies,  and  that 
had  been  established  in  Stockholm  under  the  name  of  the  Comite 
IntcraUie  du  Commerce  en  Suede.  To  care  for  Swedish  import  inter- 
ests in  the  proper  centers,  in  the  summer  of  1918,  the  Commission 
also  opened  offices  in  liOndon  and  Washington,  by  which  direct  rela- 
tions were  established  with  the  competent  authorities  in  Britain  and 
the  United  States. 

To  take  over  the  arranged-for  im[)orts,  import  associations  to  the 
number  of  eighteen  were  organized,  as  provided  for  in  the  Agree- 
ment. d'hese  associations  must  receive  the  applications  of  importers 
and  the  cargoes  were  consigned  to  them,  thence  to  be  forwarded  to 
the  ultimate  consignees.  For  coal,  gasoline,  kerosene,  and  fuel  oil  no 
import  associations  were  created,  applications  for  permits  to  import 
them  being  .sent  to  the  State  Commerce  Commission  direct.  The 
importing  of  grains,  other  foodstuffs,  fodder,  and  drugs  was  in  the 
hands  of  State  authorities  who,  consequently,  acted  as  import 
ortJ’anizations. 

O 

The  Swedish  tonnage  available  for  overseas  navigation  jiroved 
insufficient  to  bring  home  all  the  quantity  quotas  covered  in  the 
Agreement.  IMeasures  had,  therefore,  to  be  taken  to  make  the  best 
possible  use  of  the  available  tonnage.  With  this  in  view,  a law  of 
elune  20,  1918,  forbade  all  sailings  of  Swedish  ships  between  Swed- 
ish and  foreign  ports  without  special  licenses;  and  in  this  way  all 
foreign  trade  being  carried  on  in  Swedish  ships  abroad  came  under 
the  control  of  the  State.  In  that  connection  a so-called  Import 
Regulation  Board  was  established  and  annexed  to  the  State  Com- 
merce Commission ; this  new  Board  had  to  say  what  commodities 
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were  first  to  be  brought  to  Sweden,  and  what  the  later  order  was  to 
be.  The  first  places  were  given  the  necessary  foodstuffs,  fodder,  and 
fertilizers,  and  the  most  important  basic  materials  for  industry, 
such  as  raw  cotton,  wool,  hides,  tannin  supplies,  metals,  and  chemi- 
cals. 

The  leng-thy  preparations  necessary  for  the  execution  of  the 
Agreement,  all  the  formalities  required  by  the  system  of  licenses, 
and  the  fact  that  at  the  time  of  the  Agreement  the  Swedish  merchant 
marine  was,  in  part,  detained  in  European  ports,  necessarily  de- 
layed the  renewal  of  oversea  sailings.  The  first  vessel  carrying  goods 
■ — goods  which  had  been  freed  for  import  under  the  Agreement — - 
arrived  in  a Swedish  j)ort  at  the  end  of  August,  1918.  Before  then, 
however,  some  cargoes  had  arrived  as  arranged  for  in  the  modus 
vivendi  agreement. 

d'he  total  quantities  of  rationed  commodities  which  entered  Swed- 
ish ])orts  during  1918  as  a result  of  both  agreements  amounted, 
rouglil}",  from  April  to  June,  inclusive,  to  19,200  tons;  in  July  to 
11,4'00  tons;  in  August  to  43,500  tons;  in  September  to  19,200 
tons;  in  October  to  24,500  tons;  in  November  to  20,200  tons;  and 
in  December  to  81,500  tons.  Among  the  most  important  commodi- 
ties— givijig  totals  only  in  round  numbers — may  be  mentioned  grain 
and  fodder,  132,800  tons ; coal  and  coke  ( June-December) , 651,000  ; 
saltpeter,  16,400;  raw  phosphates,  38,400;  flax  seed  and  rape 
seed,  18,000;  I’aw  cotton,  7,400;  wool,  200;  twine,  1,900;  tannin, 
2,300;  hides  and  leather,  1,900;  copper,  3,000;  lead,  240;  tin,  300; 
rice,  5,400;  coffee,  10,700;  sugar  and  molasses,  5,500;  cocoa  and 
chocolate,  840;  margarine  oils,  2,500;  lubricating  oils,  2,700;  and 
gasoline,  kerosene,  and  fuel  oils,  32,600. 

The  losses  of  the  Swedish  merchant  marine  in  ships  chartered  by 
the  Associated  Powers,  under  the  two  Agreements,  })roved  to  be 
smaller  than  had  been  feared.  Eight  vessels  of  a total  tonnage  of 
about  19,000  were  sunk  iq)  to  the  end  of  1918,  of  which  two,  totalling 
3,350  tons,  had  been  chartered  under  the  first  Agreement. 

'I'he  Immediate  Effects  of  the  Armistice. 

The  dissolution  of  the  Central  Powers  hloc,  the  defeat  of  Ger- 
many, and  the  Armistice  Treaty  of  November  11,  1918,  likewise 
and  fundamentally  changed  the  situation  as  seen  by  the  neutral 
Powers. 
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Following  the  armistice  the  British  Government  issued  new  ship- 
j)ing  regulations.  The  system  of  convoys  was  abolished,  and  ships 
were  allowed  to  freely  take  such  routes  as  were  declared  to  be  safe. 
Compulsory  visit  and  search  were  retained  for  the  time  being;  but 
the  examination,  as  a rule,  once  more  took  place  in  Great  Britain, 
though  the  choice  of  port  was,  to  a certain  extent,  left  to  the  ship 
in  question. 

In  the  Armistice  Treaty  it  had  been  stipulated  that  Germany 
was,  bv  a formal  notification,  to  set  the  neutral  Powers  free  from  the 
fetters  put  by  Germany  upon  their  trade  and  navigation  during  the 

ar.  In  accordance  with  this  the  German  Government,  on  Novem- 
ber 520,  1918,  officially  gave  notice  to  the  Swedish  Government  that 
Germany’s  commercial  war  at  sea  was  at  an  end ; that  in  the  future 
Germany  would  put  no  obstacles  in  the  way  of  trade  and  navigation. 
The  safe-conduct  system  was  abolished.  All  agreements,  either  be- 
tween the  two  governments  or  of  other  sorts,  that  laid  restrictions 
either  upon  ships  or  commodities  were,  henceforth,  null  and  void, 
d’he  same  applied  to  all  restrictions  upon  commercial  and  shipping 
relations  between  Sweden  and  the  Allied  Powers,  irrespective  of  their 
having  been  made  either  by  the  German  Government  or  by  private 
German  firms,  or  whether  or  not  they  had  been  connected  with  par- 
ticular concessions. 

The  blockade  of  Germany  by  the  Allied  Powers,  however,  was 
maintained,  irrespective  of  the  Armistice  Treaty,  and  now  was  also 
extended  to  the  Baltic.  Owing;  to  this  new  and  so-called  “Baltic 
blockade,”  the  armistice  ])criod  meant,  if  anything,  greater  obsta- 
cles to  trade  in  the  Baltic — trade  which  had  been  able  to  go  on  fairly 
untrammeled  hitherto— and  greater  obstacles  to  trade  with  Ger- 
many. German  vessels  disappeared  altogether,  and  Swedish  ships  had 
to  submit  to  Allied  conditions.  Under  them  trade  between  Germany 
and  Sweden  was  made  dependent  upon  licenses  in  the  form  of  safe- 
conducts  for  every  voyage,  issued  by  the  Comitc  Intcrallic  du  Com- 
merce eti  Suede  in  Stockholm.  As  to  exports  from  Sweden,  shi])inents 
were  to  follow  the  rules  laid  down  in  the  Agreement  between  Sweden 
and  the  Associated  Powers ; and  as  for  exchang’e  trade,  carg’oes  were 
limited  to  certain  particular  raw  materials,  that  is,  to  coal  and  coke, 
j)otash,  salt,  ])aving  stone,  sand,  clay,  seed,  etc.,  exports  of  manu- 
factured goods  being  for  the  time  prohibited.  And  though  condi- 
tions were  made  somewhat  easier,  the  Agreement  of  IMa}^  29,  1918, 
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with  the  Associated  Powers  remained  in  force  all  through  the  armi- 
stice period. 

Final  Liqiiidation. 

The  blockade  of  Germany  came  to  an  end  with  the  comine  into 
force  of  the  Peace  Treaty.  Shortly  afterward,  on  Jul}^  12,  1919,  the 
Commercial  and  Tonnage  Agreement  between  Sweden  and  the  Asso- 
ciated Powers  was  declared  void  by  special  arrangement  of  the  con- 
tracting ])arties. 

After  the  Declaration  of  Peace  Swedish  war-time  institutions  and 
other  arrangements  in  the  field  of  commercial  policy  were  speedily 
abolished.  On  April  1,  1919,  the  Import  Regulation  Board,  the  ac- 
tivities of  which  were  now  unnecessary  since  the  available  amount  of 
tonnage  had  increased  at  the  beginning  of  the  year,  had  been  dis- 
solved ; and,  the  rationing  system  of  the  Commercial  Agreement 
having  been  given  up  at  the  end  of  the  same  month,  steps  were  in- 
stantly taken  to  dissolve  the  import  associations.  The  State  Insur- 
ance Commission  issued  out  no  new  insurance  policies  after  July  1- 
The  State  Commerce  Commission,  the  London  and  Washington 
offices  of  which  had  finished  their  work  by  about  September  1,  1919, 
was  dissolved  on  October  1.  The  Law  Governing  Commerce  in  War- 
Time  was  re])ealed,  the  s})ecial  Tonnage  Laws  being  retained  until 
further  notice,  however,  on  account  of  the  continuing  scarcity  of 
tonnage. 

As  soon  as  the  business  situation  allowed  measures  were  taken  to 
abolish  the  enormous  number  of  export  prohibitions.  Thus,  many 
commodities  were  freed  for  export  at  the  beginning  of  April,  1919, 
and  others  were  freed  in  a short  time.  By  about  the  middle  of  the 
year  most  of  such  jn-ohibitions  had  been  repealed,  and  those  remain- 
inn:  did  not  constitute  any  serious  barriers  to  trade.  In  Sweden  the 
release  of  exports  had  come  about  more  s])eedily  than  in  most  other 
countries. 
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'i'HE  struggle  to  uphold  international  law  had  been  a distinctive 
featiu’e  of  Swedish  connnercial  policy  during  the  first  3'ears  of  the 
War;  it  had  forced  other,  and  perhaps  more  obvious  material  in- 
terests into  the  background  and  had  given  the  policy  its  character- 
istic features.  This  tendency,  which  constituted  the  strength  as  well 
as  the  weakness  of  Swedish  policy,  led  to  an  unwillingness  to  regu- 
late foreign  trade,  and  es])eciallv  exports,  by  restrictive  measures 
undertaken  by  the  State.  Only  if  considered  necessary  in  order  to 
protect  the  resources  of  the  country,  in  the  case  of  commodities 
which  could,  only  with  difficulty,  be  replaced,  was  the  Government 
willing  to  issue  export  prohibitions.  The  belligerents,  according  to 
international  law,  had  the  right  to  prevent  the  enemy  receiving  su])- 
plies  of  commodities  of  a contraband  character ; but  a neutral  coun- 
try was  not  considered  obliged  to  assist  in  this,  or  to  exercise  an}' 
control  either  over  transit  trade  or  over  the  exports  of  the  country 
itself.  The  result  of  this  attitude  was  that  a large  transit  trade  in 
oversea  goods  came  to  be  carried  on  over  Swedish  territory,  in  the 
first  ])eriod  of  the  War,  especially,  and  that  Swedish  exports,  owing 
to  price  and  transport  conditions,  found  new  channels  that  favored 
the  Central  Powers.  Only  when  the  supplies  of  Sweden,  herself,  be- 
gan to  suffer  through  this  unrestricted  freedom  to  export  did  the 
Swedish  Government  find  reason  for  intervening. 

Another  result  of  this  policy  dominated  by  the  idea  of  interna- 
tional law  came  strangely  to  light  when  it  was  found  to  be  easier  to 
organize  jiractical  methods  of  trading  with  the  belligerent  Powers 
than  to  obtain  goods  from  neutral  and  oversea  markets;  and  it  was 
in  the  latter  case  that  the  clash  based  on  principle  took  its  most 
])ointed  form.  As  part  and  parcel  of  the  blockade  of  the  Central 
Powers  the  Allies  had  decided  not  only  to  keej)  Germany  from  re- 
ceiving oversea  goods  via  her  neutral  neighljors,  but  also  to  limit  the 
supplies  of  those  neutrals  to  what  was  considered  necessary  for  their 
own  wants.  Neither  of  these  objects  could  be  reached  within  the 
limits  of  international  law  as  interpreted  by  Sweden.  The  Swedish 
Government  took  its  stand  upon  the  right  of  a neutral  country  to 
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liberty  of  trade  and  imports,  within  these  legal  limits.  The  Govern- 
ment sanctioned  guarantees  against  reexportation  of  imported 
goods  of  neutral  origin,  it  is  true,  but  only  in  the  case  of  imports 
themselves,  and  not  of  products  made  therefrom.  The  Government 
further  opposed  a rationing  of  imports  and  was  unwilling  to  control 
the  distribution  and  use  of  import  goods  after  their  arrival  in  the 
countr3^  Nor  did  it  wish  to  give  compensation  for  goods  imported 
from  a neutral  country. 

At  the  beginning  of  1916  no  agreement  for  a solution  of  all  these 
controversies  had  been  possible  between  Sweden  and  Great  Britain. 
The  Swedish  Government  preferred  a situation  unregulated  by 
treaty,  and  to  settle  each  case  upon  its  own  merits,  rather  than  to 
bind  itself  to  something  contrary  to  its  principles  of  international 
law.  Eollowing  her  blockade  policy  Great  Britain,  under  these  cir- 
cumstances, herself  arranged  a compulsory  rationing  of  oversea 
supplies  for  Sweden,  the  exchange  between  Sweden  and  Great  Brit- 
ain still  continuing  on  the  basis  of  compensation.  At  the  same  time 
the  British  Government  made  constantly  increasing  efforts  to  control 
Sweden’s  trade  by  the  help  of  all  sorts  of  measures,  such  as  guaran- 
tees against  reex})ortation,  bunker  coal  contracts,  black  lists,  etc., 
in  order,  in  these  ways,  to  obtain  guarantees  that  there  would  be  no 
reexj)orting  to  the  Central  Bowers,  and  obtain  them  without  the 
help  of  the  Government  of  Sweden. 

To  protect  itself  from  this  increasing  British  control  and  the 
same  tendencies  on  the  part  of  Germany,  and  in  order  to  counteract 
these  foreign  influences  upon  the  business  life  of  the  country  which 
were  cree])ing  in  in  different  ways,  in  the  spring  of  1916,  the  Swed- 
ish Government  })assed  new  legislation,  by  which  the  contracts  made 
by  private  persons  with  foreign  l^owers  were  put  under  the  control 
of  the  Swedish  authorities,  and  information  assisting  foreign  sujiei-- 
vision  was  prohibited  under  legal  penalties.  In  this  way  the  Govern- 
ment forged  a strong  tool  for  a still  greater  concentration  of  the 
commercial  policy  of  the  country  into  its  own  hands.  This  object 
was  reached  at  least  in  part ; but  the  new  law  did  not  help  to  make 
easier  the  obtaining  of  imports  from  the  West,  which  had  already 
been  dwindling.  As  a matter  of  fact  sup})lies  continued  to  be  con- 
trolled by  the  blockade  policy  of  Great  Britain,  and  this  became 
increasingly  severe,  as  the  rigor  of  the  whole  war  situation  in- 
creased. In  the  summer  of  1916  the  crumbling  of  international  law. 
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as  interpreted  by  Sweden,  had  reached  such  a point  that  the  Dec- 
laration of  London  was  formally  deprived  of  force.  The  difference 
between  absolute  and  conditional  contraband  had  disappeared,  and 
practically  all  commodities  of  any  importance  to  the  world’s  com- 
merce had  been  declared  contraband  by  the  belligerents.  But  in  spite 
of  the  increased  difficulties  and  the  ever  darkening  prospects,  the 
Swedish  Government  remained  firm  u})on  the  principles  of  inter- 
national law. 

This  firm  insistence  by  Sweden  upon  the  legal  j)oint  of  view  may 
have  acted,  it  is  true,  as  a brake  upon  the  dissolving  system  of  inter- 
national law;  and  if  the  War  had  ended  earlier  than  it  did,  it  is  pos- 
sible that  this  struggle  of  the  Swedish  Government  might  have  met 
with  more  enduring  success.  As  matters  developed,  however,  in  the 
end  it  became  impossible  to  hold  back  the  trend  of  actuality.  The 
longer  the  War  lasted  and  the  more  drastic  the  commercial  methods 
of  the  belligerents  became,  the  stronger  was  the  pressure,  and  the 
more  circumscribed  the  standing  ground  for  an  inde})endent  policy 
on  the  basis  of  international  law.  At  last  the  point  was  reached  when 
the  ])osition  had  to  be  given  up. 

The  .strongest  measure  of  pressure  was  the  increasing  scarcity  of 
goods.  The  world’s  shortage  of  different  commodities  was  ever  on  the 
increase,  as  a consequence  of  the  destruction  wrought  by  the  War 
and  the  growing  need  for  such  commodities  for  military  operations. 
To  this  must  be  added  the  measures  of  the  belligerents,  the  British 
commercial  blockade  in  the  first  place,  by  which  import  difficulties 
were  artificially  increased.  In  the  autumn  of  1916  all  this  became 
one  degree  worse,  as  the  British  Government,  at  that  time,  became 
more  rigorous  in  its  restrictions  upon  imports  from  the  British  Isles 
as  well  as  from  overseas;  especially  alarming  was  the  fact  that  im- 
ports of  cereals  were  now,  for  the  first  time,  subjected  to  restriction. 
In  s})ite  of  its  scruples,  due  to  the  princijdes  upon  which  it  had  taken 
its  stand,  the  Swedish  Government,  in  consecjuence,  found  it  neces- 
sary to  make  a new  attenq)t  at  a general  commercial  agreement  with 
the  W'estern  Powers  and  sent  negotiators  to  London  for  this  puri)ose. 

In  the  spring  of  1917  the  turning  point  came.  The  Central  Pow- 
ers at  that  time  introduced  unrestricted  submarine  war;  the  Allies 
took  the  most  comprehensive  measures  against  neutral  tonnage,  re- 
fusing it  permission  to  clear  from  Allied  ports;  and  the  United 
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States  entered  the  War  as  an  active  partner.  The  situation  was 
brought  to  a liead  as  never  before. 

As  for  Sweden  there  was  this  to  be  added : at  this  same  time  the 
Government  which  liad  held  the  reins  since  the  outbreak  of  war 
resigned.  The  Swedish  people  had,  from  the  first,  unanimously  en- 
dorsed the  neutrality  proclaimed  by  the  Government,  and  upon  this 
])oint  no  dissension  had  arisen.  Rut  the  commercial  j^olicy  of  the 
Government  of  IMr.  Ilammarskjold,  especiall}’  its  having  taken  its 
stand  upon  a formal  upholding  of  international  law,  had  early  cre- 
ated antagonism ; and  the  o])j)osition  Avhich  was  not  less  powerfully 
directed  against  certain  measures  of  the  Government  in  the  field  of 
internal  affairs,  had  been  uninterruptedly  growing  in  force.  This 
was  why  the  Government  tendered  its  resignation  in  March,  1917. 

.\fter  the  fall  of  the  Ilammarskjold  IMinistry  commercial  policy 
on  the  lines  of  international  law  was  put  aside.  This  was  the  more 
natural  as  there  was  hardly  any  room  left  for  a policy  of  this  spirit 
in  the  then  ruinous  state  of  international  law,  following  the  latest 
develoj)inents  in  naval  war.  The  ])roblem  of  supplies  of  goods,  and 
the  necessitv  of  securing  imports,  almost  at  any  price,  took  first 
])lace,  in  the  case  of  Sweden,  as  had  already  been  the  case  with  the 
other  neutral  States;  and  the  new  Swartz-Lindman  Government  im- 
mediately directed  its  efforts  toward  reaching  an  agreement  that 
^\■ould  still  maintain  the  neutralit}'  of  the  country  but  without  allow- 
ing it  to  he  ham])ered  by  considerations  of  form.  There  was  hope 
that  in  this  way  the  paralyzed  trade  with  the  West  and  the  halted 
im])orts  might  he  revived  again.  The  negotiations  with  Great  Brit- 
ain already  initiated  by  the  ])revious  Government,  were  now  taken 
up  again  and  ])ushed  on  with  a will. 

The  earlier  controversies  founded  on  difference  of  principle  no 
longer  stood  in  the  way  of  agreement.  True,  no  general  commercial 
settlement  was  reached  even  at  this  time;  but  in  May,  1917,  a par- 
tial an-reement  with  Great  Britain  was  made  by  which  it  became 
])ossihle  to  secure  imports  of  cereals  in  (quantity  sufficient  to  meet 
the  needs  of  the  country  up  to  the  arrival  of  the  new  crop  upon  the 
market;  also  im])orts  of  certain  quantities  of  other  goods  wore  se- 
cured. About  the  same  time  sailings  to  Great  Britain  could  be  re- 
newed ; and  as  a further  means  of  diminishing  the  shortage,  an  in- 
creased exchange  of  goods  with  the  other  Scandinavian  countries 
was  arranged. 
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The  relief  created  by  this  agreement  was  only  temporary,  how- 
ever. Tlie  agreement  only  covered  some  particular  shipments,  the 
question  of  the  future  supplies  having  been  left  open.  During  the 
following  months  imports  from  Great  Britain  steadily  diminished 
in  a consequence  of  the  inci'easing  shortage  at  home ; the  attempt  to 
reach  a commercial  agreement  with  the  United  States  failed;  and 
the  additions  gained  by  the  new  inter-Scandinavian  trade  and  by 
commerce  with  Germany — the  latter  being  carried  on  on  the  basis 
of  conq)ensation — proved  insufficient  to  guarantee,  even  approxi- 
mately, adequate  siq)})lies.  The  question  of  cereals  was  always  the 
most  pressing,  especially  as  tlie  home  crop  of  1917  had  been  excep- 
tionally bad,  but  the  situation  was  also  a threatening  one  in  the 
case  of  many  of  the  industries  of  the  country,  for  their  future  pros- 
pect was  one  of  a more  or  less  conq^lete  lack  of  raw  materials  and 
fuel. 

W1  len,  in  the  autumn  of  1917,  the  Eden-Hellner  Government  of 
the  Left  came  into  power,  the  question  of  su})plies  of  goods,  conse- 
quently, remained  the  vital  point  in  commercial  policy.  A real  im- 
])rovemcnt  could  hardly  take  place  without  an  agreement  with  the 
.Associated  Powers  by  which  imports  from  the  West  might  be 
brought  in  uninterruptedly.  The  new  Government  made  it  one  of  its 
])rincipal  objects  to  reach  such  an  agreement  if  that  was  at  all 
possible. 

d’he  increased  })ressure  of  the  general  situation  put  great  diffi- 
culties in  the  way  of  arriving  at  such  a result  without  endangering 
commercial  relations  to  the  South.  The  old  international  law  upon 
which  neutrals  had  taken  their  stand  had  crumbled  to  pieces;  its 
j)rinciples  could  no  more  l)e  preached  with  any  success;  and  Swe- 
den’s best  weapon  in  earlier  negotiations  with  the  Western  Powers, 
i.e.,  control  over  transit  to  Russia,  had  lost  its  edge.  However,  after 
lengthy  pourparlers  a ])roposal  for  a commercial  and  tonnage  agree- 
ment between  Sweden  and  the  Associated  Powers  was  put  forward  in 
lUarch,  1918.  As  the  proposed  agreement  would,  in  several  X‘es])ects, 
limit  Sweden’s  liberty  of  action  in  dealing  with  the  Central  I’owers, 
the  Government  entered  upon  negotiations  with  Germany  to  make 
sure  that  commercial  relations  to  the  South  would  be  maintained  even 
after  the  treaty  with  the  Western  Powers  had  been  signed.  These 
negotiations  having  been  brought  to  a successful  issue,  on  IVIay  29 
the  agreement  with  the  Associated  Powers  was  signed.  The  agree- 
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nient  with  Germany  gave  sufficient  guarantee  that  Swedisli  trade  with 
the  West  would  not  be  hani])ered  b}’  German  naval  forces. 

The  agreement  of  IMay  29  meant  that,  for  the  first  time,  a general 
arrangement  between  Sweden  and  the  Allies  had  been  arrived  at; 
and  it  brought  to  Sweden  large  quantities  of  goods  of  different  sorts 
of  the  greatest  im])ortance  to  the  economic  life  of  the  country.  Here, 
too,  the  system  of  compensation  was  discontinued  as  the  basis  of 
Swedish-Rritish  exchanges  of  goods. 

Rut  the  advantages  of  the  agreement  had  had  to  be  bought  at  the 
])rice  of  extensive  concessions.  The  imports  of  Sweden  were  ra- 
tioned ; her  trade  with  the  Central  Powers  was  severely  curtailed, 
and  the  Swedish  Government  had  to  guarantee  a control  in  detail 
of  exports  to  the  South.  Practically  all  exports  of  goods  imported 
from  the  West,  and  of  goods  into  which  such  imported  commodities 
entered  to  any  extent,  were  prohibited ; and  even  Swedish  exports  of 
})urcly  home  })roducts,  like  iron  ore,  pulp,  and  paper,  were  put  un- 
der strict  limitations.  In  addition,  Sweden  had  to  give  up  an  im- 
poi’tant  ])art  of  her  tonnage  to  the  Allies,  and  promise  them  large 
credits.  Even  her  trade  with  neutral  countries  was  subjected  to 
severe  restrictions  and,  to  a degree,  Sweden  guaranteed  to  furnish 
such  trade  statistics  as  would  aid  in  the  control  of  her  commerce. 

I’he  agreement  with  the  Associated  Powers  remained  the  principal 
basis  of  Swedish  foreign  trade  to  the  end  of  the  War.  The  necessary 
j)re]mrations  having  been  made,  imports  from  the  West,  long  dis- 
continued, could,  toward  the  middle  of  1918,  begin  again ; and  the 
most  })ressing  scarcity  of  goods  came  to  an  end.  At  the  same  time 
trade  with  Germanv  continued,  though  to  a diminished  extent. 

d'he  World  War  ended  without  Sweden’s  having  been  drawn  into 
it.  'Phe  hard  struggle  of  the  Swedish  Government  for  jn-e-war  prin- 
ciples of  international  law  had  not  met  with  success;  like  the  rest  of 
the  neutral  states  Sweden  had  had  to  reshape  her  commercial  defense 
accordinti-  to  the  chann-cs  and  vicissitudes  created  bv  the  measures  of 
the  belligerents.  Rut  the  aim  of  Swedish  commercial  policy,  the  up- 
holdiiur  of  neutralitv,  had  been  maintained  to  the  end;  and  if  the 
country  had  not  been  spared  the  manifold  hardships  which  the  War 
had  showered  even  upon  neutrals,  it  had  at  least  been  able  to  escape 
the  boundless  disaster  which  would  have  resulted  from  an  active  par- 
ticipation in  the  War. 
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CHAPTER  I 

THE  PRE-WAR  IMONETARY  SYSTEM 
The  Gold  Standard. 

Ry  saying  that  the  Gold  Standard  had  been  introduced  into  Sweden 
in  1873,  the  essential  character  of  the  pre-war  Swedish  monetary 
system  is  almost  sufllciently  indicated.  The  monetary  unit,  the 
krona,  was  made  identical  with  1/2480  of  one  kilogram  of  pure 
gold.  From  that  followed  a parity  which  gave  foreign  currencies  the 
following  values  in  Swedish  money:  the  pound  sterling,  kr.  18.16; 
100  reichsmarks,  88.89;  100  French  (etc.)  francs,  72.00;  the  dollar, 
3.73,  etc.^  Foreign  exchanges  could  fluctuate  only  within  narrow 
limits ; and  though  the  relations  of  purchasing  power  between  the 
different  units  were  not  as  strongly  fixed  as  the  exchange,  these  rela- 
tions were,  however,  very  broadly  fixed  by  the  common  standard  of 
gold. 

As  to  the  exchanges,  the  full  consequence  of  the  Gold  Standard 
was  to  make  specie  points  the  higher  and  the  lower  limits  of  the 
fluctuations.  The  location  of  those  points  was  open  to  some  doubt, 
it  is  true;  at  the  beginning  of  the  nineties  the  export  specie  point 
for  sterling  was  })ut  at  kr.  19.27  for  £1 ; for  reichsmarks  at  89.29; 
rather  lower  figures  (e.g.,  19.23  and  89.22,  respectively)  being 
given  at  later  dates.  Inqjort  specie  point  was  seldom  under  discus- 
sion, but  must  have  been  about  the  same  distance  from  par. 

Passing  to  actual  quotations  of  the  Riksbank,  it  will  bo  found, 
however,  that  the  exchanges  were  at  times  more  against  Sweden  than 
export  s})ecie  point,  even  upon  the  highest  computation  of  its  fig- 
ure. For  sterling  the  highest  figures  quoted  were,  e.g.,  in  1885, 
18. .30;  in  1899  and  1900,  18.32;  in  1907,  the  year  of  the  great 

YMore  exact  parities  were  £1  = 18.1595;  100  reichsmarks  = 88.8889 
(100  Swedish  kronor  = 1 1 2.50  reichsmarks);  100  francs  = 72.00  (100 
Swedisli  kronor  = 138.8889  francs);  $1  = 3.73M  (1  Swedish  krona  = 
2().79  cents). 
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crisis,  as  much  as  18.39;  and  in  1908,  18.35;  with  corresponding 
amounts  for  francs ; reichsmarks  were  standing  a little  lower,  but 
even  they  were  too  high.  These  official  figures  w'ere  also  said  to  be 
more  favorable  to  Sweden  than  the  actual  market  rates.  Sometimes 
even  the  most  favorable  quotation  of  the  year  for  all  these  cur- 
rencies was  against  Sweden ; and  the  annual  average  for  sterling 
and  francs  showed  Swedisli  currency  at  a discount  in  every  year 
after  1897.  It  goes  without  saying  that  import  specie  point  w'as 
without  any  significance  under  such  conditions. 

The  explanation  of  this  situation,  which  appears  rather  surpris- 
ing to  English  eyes,  was  as  follows.  The  Swedish  Rikshank,  like  that 
of  the  Central  Ranks  in  some  of  the  continental  countries,  prevented 
the  Cold  Standard  from  coming  into  full  force  by  making  difficulties 
when  gold  was  required  for  export;  and,  in  later  years,  private 
hanks  assisted  the  Rikshank  in  this  policy.  It  meant  no  more  than 
this,  that  the  real  parity  of  Swedish  currency  became  depressed  be- 
low the  legal  one ; this  depreciation  first  came  to  light  as  against 
sterling,  because  pre-war  British  currency  always  adhered  strictly 
to  gold.  This  does  not  mean,  however,  that  the  policy  of  the  Riks- 
hank increased  its  freedom  of  action  to  any  appreciable  extent;  for 
a definite  severance  of  the  connection  with  the  Gold  Standard  was 
never  so  much  as  thought  of.  If  there  had  been  a danger  of  a devel- 
opment in  that  direction,  the  Bank  would  have  had  to  take  exactly 
the  same  measures  which  would  have  been  necessary  in  order  to  keep 
up  the  legal  parity.  The  monetary  system,  therefore,  remained 
about  the  same  as  if  these  aberrations  had  never  taken  jilace. 

iVctuated  by  the  fear  of  a renewal  of  the  monetary  disturbances 
of  many  years  of  inconvertible  ])a])er  money,  which  had  often  played 
havoc  with  the  economic  life  of  Sweden  in  the  seventeenth,  eight- 
eenth, and  earlier  nineteenth  centuries,  Swedish  legislators  had  tried 
to  rivet  the  Gold  Standard  more  firmly  in  law  than  has,  perhaps, 
been  the  case  in  any  other  country.  The  Gold  Standard  was  simply 
made  part  of  Swedish  Constitutional  Law,  and  could,  consequently, 
not  he  altered  excc})t  by  the  decision  of  two  Parliaments  in  succes- 
sion, with  a general  election  between.  Based  upon  this  enactment,  a 
special  law  of  1897  laid  down  the  rule  that  if  the  Rikshank,  “under 
any  ]>retcxt  whatever,”  failed  to  redeem  a note  at  sight,  the  question 
would  come  before  the  A})pellate  Court  and  from  there  had  to  go  to 
the  King.  It  remained  to  he  seen  how  effective  this  guarantee  would 


THE  PRE-WAR  MONETARY  SYSTEM 


129 


be  wlien  convertibility  was  really  called  in  question ; and  against  the 
peaceful  persuasion  which  made  gold  exports  difficult  it  certainly 
proved  futile. 

The  Scandinavian  Monetary  Union. 

The  Swedish  monetary  system  was  governed  by  still  another  fac- 
tor, which  was  destined  to  become  of  great  importance  in  the  turmoil 
of  the  Great  War.  This  was  the  Scandinavian  IMonetar}'  Union.  Ar- 
ranffed  between  Sweden  and  Denmark  in  1873,  at  the  same  date  as 
the  introduction  of  the  Gold  Standard,  it  was  joined  by  Norway 
two  years  afterward.  On  paper  it  was  very  extensive,  as  both  gold 
currency  and  token  money  were  legal  tender  in  all  three  countries. 
In  reality  the  importance  of  this  stipulation  was  rather  limited, 
however.  The  Gold  Standard  automaticallv  creates  a sort  of  mone- 
tary union  between  all  countries  adhering  to  it;  and  what  is  created 
through  the  formal  union,  over  and  above  the  common  standard,  is 
only  to  give  the  monetary  units  of  the  different  adhering  countries, 
as  a rule,  the  same  value,  and  in  this  case,  the  same  name,  besides 
making  at  least  the  gold  currency  of  all  countries  concerned  legal 
tender  throughout  the  union.  The  practical  convenience  of  this  is 
not  to  be  underrated,  and  more  perhaps  is  gained  through  the  feel- 
ing of  affinity  which  is  created  through  the  use  of  a common  cur- 
rency. Rut  from  a purely  monetary  point  of  view  the  effect  is 
limited,  because  the  exchanges  between  the  union  countries  can  fluc- 
tuate almost  as  much  as  l)etween  the  rest  of  the  gold  countries,  i.e., 
between  sj)ecie  ])oints.  The  limits  may  be  narrowed  down  a little,  it  is 
true,  by  the  possibility  of  sending  coin  instead  of  bullion,  which  is 
valued  only  according  to  the  amount  of  gold  which  it  contains,  while 
coin  is  received  at  its  face  value ; but  the  difference  is  usually  slight. 

The  Scandinavian  IVIonetary  Union,  besides  this,  had  a limitation 
which  would  not  have  occurred  in  countries  where  gold  was  used  in 
circulation.  The  real  currency  of  the  Scandinavian  countries,  out- 
side of  token  money,  was  not  gold  but  bank  notes,  and  about  them 
the  Scandinavian  Monetary  Convention  had  no  word  to  say.  In  or- 
der to  create  real  unity  between  the  Scandinavian  countries  it  was, 
consequently,  necessary  to  extend  the  Union  in  order  to  guarantee 
the  acceptance  of  bank  notes  at  ]jar,  at  least  over  the  counters  of 
the  central  banks  of  the  three  countries.  The  Swedish  lliksbank  ap- 
pears to  have  received  the  notes  of  the  neighboring  countries  at  par 
almost  from  the  beginning  of  the  Union,  though  without  any  ex- 
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pressed  stipulation  to  that  purpose;  the  Bank  of  Norway  adopted 
the  same  practice  in  the  nineties;  and  in  1901  a formal  agreement 
was  made  between  the  central  banks  of  Norway  and  Denmark  to 
that  effect,  the  Swedish  Bank  remaining  unbound,  however.  Along 
these  lines  a certain  unity  was  created  with  regard  to  the  normal 
currency,  too,  though  altogether  outside  the  formal  Union. 

Through  this  the  fluctuations  of  the  exchanges  were  narrowed 
down  a little  more  than  would  have  been  possible  through  the  help 
of  the  Gold  Standard  alone,  because  the  cost  of  sending  notes  now 
replaced  the  higher  cost  of  sending  gold.  But  even  after  that,  abso- 
lutely fixed  exchanges  were  not  guaranteed.  Finally,  this  last  step 
was  taken,  however,  and  during  the  middle  period  of  the  existence 
of  the  Union,  for  the  twenty  ^^ears  from  1885  to  1905,  a system  held 
good  which  may  be  said  to  constitute  the  most  important  and  inter- 
esting feature  of  the  Scandinavian  IMonetary  L'nion.  At  the  instance 
of  the  leading  man  of  the  Danish  National  Bank,  M.  Levy,  the  three 
central  banks  agreed  in  1885  to  sell  drafts  upon  one  another  at  par, 
for  not  too  small  amounts  (at  first  kr.  10,000  and  aftei’ward  kr. 
5,000,  as  a minimum),  irrespective  of  the  existence  of  balances  at 
the  other  banks.  So  far  as  this  system  went,  complete  agreement  in 
value  between  the  three  currencies  was  guaranteed,  and  capital  might 
freely  flow  from  one  country  to  another  without  being  hampered  by 
fluctuations  in  the  exchanges  and  without  creating  any ; the  need 
for  sending  gold  in  order  to  cover  short-time  disturbances  in  the 
balance  of  payments  had  also  been  successfullv  eliminated. 

The  complete  unity  in  monetai’y  policy  which  was  the  necessary 
cpialification  of  this  system  created  some  uneasiness,  however,  espe- 
cially in  Sweden ; and  anxiety  to  avoid  everything  which  might  di- 
minish the  gold  reserves  or  otherwise  limit  the  note-issuing  power  of 
the  central  banks  worked  in  the  same  direction.  The  Swedish  Riks- 
bank  had  never  permitted  the  })ublic  to  make  unconditional  use  of 
the  arrangement — no  such  stipulation  was  contained  in  the  conven- 
tion— and  after  the  disruption  of  the  political  union  between  Swe- 
den and  Norway  in  1905,  Sweden  gave  notice  of  her  intention  to 
dissolve  the  a<rrecment.  New  conventions,  first  between  the  Swedish 
and  the  two  other  central  banks,  and  afterward  between  the  last  two, 
lacked  a great  deal  of  the  importance  of  the  first  one.  They  put  an 
end  to  the  com})lete  fixity  of  the  exchanges  which  had  been  created 
throuo'h  the  old  order  of  things,  because  it  now  became  lawful  to 
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cliai’ge  for  drafts  upon  the  other  banks.  As  a matter  of  fact,  it  was 
tlie  two  other  hanks,  those  of  Denmark  and  Norway,  which  made 
use  of  this  new  power  when  drawing  upon  the  Swedish  bank,  the 
natural  explanation  of  that  being  a tendency  to  depreciation  in  the 
Danish  and  Norwegian  currency,  as  compared  with  Swedish,  which 
made  purchases  of  Swedish  currency  at  par  a profitable  business, 
d'he  habit  of  making  payments  through  drafts,  consequently,  dis- 
appeared to  a great  extent,  and,  in  their  stead,  bank  notes  were 
transmitted  in  large  amounts,  some  gold  going  over,  too.  In  the 
years  just  before  the  Great  War,  consequently,  it  was  largely  the 
mutual,  though  not  guaranteed,  acceptance  of  bank  notes  at  par 
which  created  a closer  agreement  between  the  three  currencies  than 
that  contained  in  the  Gold  Standard  itself.  Official  quotations  were 
always  kept  at  par,  however. 

Ikit  this  did  not  mean  that  the  IMonetary  Union  lacked  inherent 
characteristics  which  would  create  difficulties  in  case  of  any  dis- 
turbance in  the  foundation  of  the  whole  system,  viz.,  the  Gold 
Standard.  Token  money  in  law  and  practice  was  common  to  the 
three  countries,  and  would  prove  a nuisance  to  the  countries  uphold- 
ing the  Standard,  if  it  was  deserted  by  the  rest;  and  though  gold 
coins  did  not,  as  a rule,  circulate,  they  might  be  expected  to  overrun 
the  countrv  which  appreciated  its  currency  as  conq^ared  to  gold,  if 
the  other  countries  of  the  Union  did  not  follow  suit.  Roth  these  dis- 
agreeable consequences  of  the  Union  were  to  come  to  light  in  Scan- 
dinavia during  the  War,  and  the  first  named  had  been  predicted 
many  years  before. 


The  Value  of  Money. 

In  regard  to  the  purchasing  power  of  Swedish  money  at  home, 
fhe  same  development  took  place  as  in  all  other  Gold  Standard  coun- 
tries, i.e.,  a fall  in  prices  up  to  the  middle  of  the  nineties  and  a rise 
after  that  time.  There  can  be  no  doubt,  however,  that  the  price  level 
in  Sweden  showed  an  upward  tendency  as  against  the  British  price 
level  after  the  introduction  of  a protective  tariff  by  Sweden  at  the 
end  of  the  eighties,  at  the  same  time  having  decreased  as  compared 
with  the  German  level,  because  tariff  duties  were  almost  ten  years 
older,  and  also  higher,  in  Germany. 

'I'lie  domination  of  bank  notes  in  the  pre-war  circulation  of  Swe- 
den gave  the  country  a rather  simple  and  uniform  measure  of  the 


132 


SWEDEN  IN  THE  WORLD  WAR 


amount  of  circulation;  a check  law  (as  a matter  of  fact,  a Scandi- 
navian one)  was  not  enacted  until  1898;  and  the  use  of  checks  was 
altogether  insignificant  before  1914.  Up  to  the  beginning  of  the  new 
centui-}',  bank  notes  came  principally  from  the  private  banks,  but  a 
law  of  1897  gave  the  Riksbank  the  monopoly  of  note  issue;  this 
j)ower  became  almost  absolute  in  1903,  and  completely  so  in  1906. 
From  a purely  monetary  point  of  view  this  much  discussed  change 
did  not  mean  very  much,  however,  because  the  two  sorts  of  notes  did 
about  the  same  sort  of  work.  Far  more  significant  from  the  point  of 
view  of  real  currency  conditions,  and  especially  as  a background  to 
war-time  developments,  was  the  relation  between  note  circulation 
and  the  level  of  prices  before  1914. 

In  order  to  show  this.  Diagram  I has  been  prepared,  covering  the 
Gold  Standard  period  before  the  War.  The  basic  period  is  1893- 
1897,  when  the  price  level  was  at  its  lowest;  increases  and  decreases 
are  given  in  percentages  of  the  position  at  that  time.  Curves  are 
logarithmic,  i.e.,  they  do  not  show  absolute  changes  from  the  base 
but  a tendency  to  stronger  or  weaker  relative  changes  in  one  year 
as  compared  with  another.  Though  this  construction  of  the  diagram 
rather  weakens  the  differences,  it  is  seen  at  a glance  that  the  increase 
of  note  circulation  has  been  in  no  sense  followed  by  a comparable 
rise  in  prices.  Leaving  aside  the  later  seventies,  when  conditions  of 
trade  were  very  variable,  the  results  are  as  follows. 

The  price  level  sank,  as  a whole,  from  1880  to  1895,  and  rose  al- 
most without  interruption  after  that  year  to  the  beginning  of  the 
War;  the  level  was  almost  exactly  the  same  at  the  end  of  the  seven- 
ties as  it  l)ecame  just  before  the  War.  But  with  this  there  did  not 
occur,  exce])t  in  quite  isolated  years,  any  decrease  in  the  note  circu- 
lation. The  circulation  remained  mainly  coiistant  during  the  first 
])art  of  the  fall  in  the  ]>rice  level  or  from  1880  to  1887 ; but  later 
the  circulation  increased,  and  eight  years  before  the  price  level, 
and  this  tendency  continued.  The  result  was  that  while  the  price 
level,  as  was  just  said,  was  almost  exactly  the  same  during  the  first 
and  the  last  quinquennial  periods  (1875-1879  and  1909-1913),  the 
note  circulation  between  those  two  periods  showed  an  increase  from 
kr.  83,700,000  to  kr.  217,900,000  or,  at  compound  interest,  an  an- 
nual increase  of  no  less  than  2.85  ])er  cent,  which  appears  to  be 
something  like  the  international  figure.  But,  far  more  than  an  aver- 


TPIE  PllE-WAIl  MONETARY  SYSTEM 


133 


age  of  two  conflicting  tendencies,  the  figures  for  the  different  pe- 
riods show  the  real  forces  at  work. 


Period 
{Dec.  31.) 

Annual  increase  (-j-)  or 
decrease  ( — ) in 

Price  level  Note  circulation 

Coefficient  {annual  in- 
crease of  circulation) 
for  creating  un- 
changed price  leveD 

1880-1895 

1895-1913 

— 1.71% 
+ 1.97% 

+ 1.83% 
+ 3.92% 

+ 3.65  % 
+ 1.89% 

1880-1887 

1887-1913 

— 3.36% 
+ 1.27% 

+ 0.01% 
+ 3.76% 

+ 3.49% 
+ 2.46% 

1908-1913 

+ 2.56% 

+ 3.08% 

+ 0.51% 

The  first  two  columns  give  the  following  results.  During  the  first 
period,  when  prices  fell,  the  circulation  rose  in  about  the  same  pro- 
})ortion ; during  the  following  period  of  rising  prices,  the  increase 
of  circulation  was  about  double  that  of  prices.  Tlie  two  jieriods 
afterward,  given  in  the  above  table,  are  distinguished  by  a differ- 
ence in  the  increase  of  circulation;  during  the  first  short  period  of 
unchanged  circulation  prices  were  falling  at  an  enormous  rate, 
while  they  rose  during  the  following  period  of  greatly  increasing 
circulation,  though  far  less  than  the  note  issue.  Only  the  last  period, 
comprising  the  years  just  before  the  War,  showed  any  tendency  to 
an  agreement  between  increase  of  circulation  and  price  level. 

d'he  tendency  prevailing  throughout  the  pre-war  period,  conse- 
quently, is  shown  to  be  a strongly  increasing  need  for  currency,  and 
this  finds  its  direct  expression  in  the  last  column  of  the  above  table, 
which  shows  the  amount  of  increase  in  circulation  which  would  have 
been  necessary  in  order  to  keep  the  price  level  unchanged ; as  will  be 
seen,  the  amounts  are  very  considerable.  This  ability  of  Swedish  eco- 
nomic life  to  absorb  increasing  amounts  of  currency  without  an  in- 
fluence upon  prices  was  certainly  connected  not  only  with  general 
economic  development,  i.e.,  increase  in  the  production  and  exchange 
of  goods,  but  also  with  the  progress  of  money  economy  throughout 
the  country ; and  these  factors  were  strong  enough  greatly  to  over- 


“ If  the  factor  sliowing  the  increase  of  the  price  level  be  l -\ — , and  the 

too 

./ 

same  factor  for  tlie  increase  of  circulation  be  1 -| — , the  factor  to  which 

too 

circulation  will  have  to  he  multiplied  in  order  to  fix  the  price  level  will  be 

(1  + -^^)  ;(l  +-^). 
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balance  the  opposite  tendency  which  was  caused  by  the  extension  of 
banking.  Rut  important  as  this  is  in  itself,  it  must  be  placed  in  the 
background  as  compared  with  the  results  which  follow  from  a com- 
parison between  different  periods;  that  is,  the  difference  between 
them  is  more  important  than  their  agreement.  If  the  powers  which 
were  continually  at  work  had  been  the  most  important,  the  natural 
1‘esult  would  have  been,  broadly,  a steady  increase  in  the  need  for 
new  notes ; and,  at  all  events,  rarely  would  any  regress  in  this  need 
of  more  money  have  shown  itself  in  the  pre-war  period.  The  last 
column  of  the  table  presents  quite  another  picture,  however.  The 
annual  need  for  new  notes  is  almost  double  during  the  first  period, 
1880-1895,  what  it  was  during  the  second,  1895-1913;  and  the  last 
quinquennial  period  before  the  War,  which,  least  of  all,  showed  any 
economic  stagnation,  had,  none  the  less,  a need  of  increase  of  circu- 
lation which  was  barely  one-seventh  of  the  figure  for  the  period 
1880-1895. 

This  points  the  way  to  an  important  explanation  of  the  principal 
effects  that  did  follow,  i.e.,  variations  in  the  need  for  currency  dur- 
ing the  periods  of  rising,  as  against  falling  prices.  When  prices 
were  falling,  this  so-called  need  increased,  and  when  prices  were  ris- 
ing it  was  falling;  ceteris  paribus,  this  tendency  deci-eased  with  an 
increased  rise  in  the  price  level,  as  will  clearly  be  seen  by  a compari- 
son, first,  between  the  periods  1880-1895  and  1895-1913,  and  sec- 
ondly, between  the  last-named  period  and  its  last  part,  1908-1913. 
d'he  explanation  of  the  whole  thing  is  a variation  in  the  velocity  of 
the  circidation  of  money,  between  periods  of  good  and  bad  trade, 
or  between  those  of  rising  and  falling  prices;  and  this  circumstance, 
which  means  that  the  character  of  the  monetary  system  itself  has  a 
dominant  influence  on  the  need  for  currency,  makes  this  much- 
rc])eated  expression  rather  misleading,  though  no  better  one  has 
been  found.  The  results  of  this  tendency  have  been  particularly 
(Treat  since  the  IVar,  and  are  a well-known  feature  of  the  last  few 
}X'ars;  but  what  seems  to  be  less  well  known,  is  the  great  importance 
it  had  ac(|uired  even  in  pre-war  times,  at  least  in  Sweden. 

h'or  the  ])urposes  of  the  present  investigation  the  importance  of 
this  result,  above  all,  lies  in  this,  that  there  is  no  natural  parallel 
between  the  devclo})iuent  of  note  circulation  and  that  of  price  level, 
nor  can  such  a connection  be  established  by  introducing  any  con- 
stant factor  corrcs])onding  to  a supposed  increase  in  the  natural 
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need  for  money.  What  has  been  shown  with  regard  to  a connection 
between  changes  in  the  velocity  of  circulation  and  changes  in  the 
j)rice  level  calls  for  an  unbiased  discussion  of  this  j)roblem,  under 
conditions  so  exceptional  with  regard  to  the  supply  of  goods  and  the 
trade  situation  as  those  of  the  Great  War.  In  the  present  investiga- 
tion figures  will,  consequently,  be  taken  as  they  are,  and  not  com- 
puted on  the  basis  of  any  one  presupposed  influence  or  another. 

The  Character  of  the  Central  Bank. 

d'here  is  no  need  for  a detailed  description  of  the  general  char- 
acter of  Swedish  banking  as  a background  to  war-time  develop- 
ments. The  most  peculiar  feature  of  Swedish  banking  was,  and  is, 
the  situation  of  the  Central  Bank.  The  Swedish  Rikshank  not  only 
is  altogether  a State  bank  but,  what  appears  to  be  rather  unique, 
also  a “Parliament  bank,”  entirely  subject  to  the  control  of  Parlia- 
ment ; this  is  a survival  of  what  is  called  by  historians  the  period  of 
Estates  government;  and  the  position  of  the  Rikshank  has  a coun- 
terpart in  the  Swedish  Public  Debt  Office.  The  directors  of  both  in- 
stitutions are  elected  by  Parliament,  with  the  single  exception  (since 
1897)  of  the  Chairman  of  the  Board  of  the  Rikshank,  who  consti- 
tutes the  single  official  connection  of  the  Rikshank  with  the  Govern- 
ment. Even  leo-islation  relatiiif)’  to  Rikshank  matters  was  a mo- 

o o 

nopoly  of  Parliament  in  earlier  times,  but  it  became  the  joint  domain 
of  King  and  Parliament  from  1830,  and  more  com})letely  from 
1897 ; even  after  that  time  the  Board  of  the  Rikshank  have  usually 
taken  the  initiative,  however,  as  being  the  trusty  and  well-beloved 
“counsellors  of  Parliament.”  Besides  this,  monetai'y  affairs  as  a 
whole  were  widely  believed  to  be  the  domain  of  the  Rikshank ; and, 
consequently,  the  system  peculiar  to  Sweden  had  very  important 
residts  for  the  influence  of  Government  and  Parliament  upon  our 
war-time  monetary  policy,  though  j)artly  in  a direction  which  no- 
body could  have  guessed  befoi'ehand. 

'Pile  ])rivate  banking  system  had,  even  before  the  War,  spread 
itself  all  over  the  country  and  was,  just  at  the  outbreak  of  the  War, 
developing  in  the  direction  of  a great  increase  in  concentration ; 
such  plans  as  were  afoot  at  that  time  fell  through  on  account  of  the 
War,  but  were  soon  followed  by  other  measures  of  the  same  char- 
acter. From  the  point  of  view  of  war-time  monetary  policy,  in  a re- 
stricted sense,  there  is,  however,  hardly  more  than  one  side  of  the 
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situation  which  must  be  mentioned,  and  this  is  the  relation  of  private 
banks  to  the  Riksbank.  The  disappearance  of  the  note  issues  of  pri- 
vate banks,  combined  with  the  very  small  use  of  payment  by  check, 
made  it  necessary  for  the  private  banks  to  have  recourse  to  the  Cen- 
tral Rank,  i.e.,  to  its  note  issue,  in  order  to  procure  currency  and, 
consequently,  made  it  difficult  for  them  to  go  below  the  official  bank 
rate ; after  the  disappearance  of  private  notes  there  was  no  instance 
of  this  having  happened.  In  so  far  as  the  Central  Bank  wanted  to 
create  larger  credits  through  tlie  private  banks  than  these  were  able 
to  give  from  their  own  means,  the  Riksbank  rediscounted  their  bills 
at  a lower  rate  than  the  official  one.  These  relations  between  Central 
and  j)rivate  banks  make  it  particularly  necessary  to  concentrate 
attention  upon  the  note  circulation  and  the  bank  rate  as  deciding 
factors  in  the  value  of  money. 


CHAPTER  II 


THE  INTRODUCTION  OF  PAPER  MONEY  AND  THE 
DEPRECIATION  OF  THE  CURRENCY 
(August,  1911,  to  March,  1915). 

There  were  several  countries  in  which  monetary  policy  occupied  the 
center  of  public  discussion  even  during  the  War ; but  England  and 
Sweden  probably  were  the  two  countries  which  first  saw  a serious 
treatment  of  these  questions,  and  Sweden  took  j)recedence  of  Eng- 
land in  so  far  as  there  was  no  need  for  guarding  against  abuses  by 
public  utterances  from  the  enemy.  Perhaps  it  may  be  added  without 
presumption,  that  Swedish  economists  came  near  to  correct  explana- 
tions at  an  earlier  date  than  their  English  colleagues,  though  this 
must,  at  the  same  time,  be  tempered  by  the  remark  that  their  results 
amounted  to  little  more  than  a revival  of  the  theory  of  the  classical 
writers  of  economics,  whose  teachings  several  economists,  both  Swed- 
ish and  foreign,  appeared  to  have  lost  sight  of  for  a long  time. 

To  what  extent  this  public  discussion  influenced  the  development 
of  monetary  policy  is  still  difficult  to  decide ; and  even  external  con- 
ditions are  not,  in  every  case,  possible  to  explain.  Rut,  on  the  other 
hand,  the  monetary  history  of  Sweden  during  and  after  the  Great 
War  has  been  very  eagerly  and  acutely  studied ; and  an  investiga- 
tion in  this  History,  presenting  some  rather  unique  features,  has 
important  predecessors  to  build  upon.^  It  is,  consequently,  hoped 
that  the  most  important  facts  and  their  causes  can  be  brought  to 
light. 

The  Outbreak  of  War. 

Even  in  the  week  before  the  great  upheaval,  the  disturbance  of 
monetary  conditions  made  itself  felt  in  Sweden  as  elsewhere.  Be- 
tween the  two  weekly  reports  of  the  Riksbank  on  July  25  and  Au- 
gust 1,  the  note  circulation  rose  by  kr.  35,()00,000  from  206.2  to 
211.8  or  17.3  per  cent;  and  in  the  following  week  a new,  and  in  abso- 
lute figures,  an  even  greater  increase  took  place,  i.e.,  to  kr.  281,900,- 
000.  On  account  of  the  lack  of  price  figures  for  these  exciting  days 

^ Cf.  the  Hihliographieal  Note  at  tlie  end  of  tliis  Part. 
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it  is  impossible  to  say  if  this  was  caused  by  or  resulted  in  a rise  in 
prices ; but  there  can  be  no  doubt  that  the  principal  reason  was  a 
coiatraction  of  credit  and  a hoarding  of  notes.  On  the  other  hand, 
the  amount  of  gold  withdrawn  was  insignificant,  both  in  absolute 
figures  and,  even  more,  in  comparison  with  the  increase  of  notes ; be- 
tween July  25  and  August  1,  kr.  2,900,000  out  of  kr.  105,800,000, 
or  2.6  })er  cent,  was  withdrawn,  the  greater  part  of  this  naturally 
being  taken  out  in  the  two  last  days  of  the  week. 

In  this  situation  the  Kiksbank  took  two  measures,  both  of  them 
in  agreement  with  the  continental  banks. ^ On  the  one  hand,  the  bank 
rate  was  raised,  first,  on  July  31  by  1 per  cent,  and  again,  on  Au- 
gust 3,  by  1 per  cent,  to  OVii ; the  rediscount  rate  for  the  benefit  of 
the  ])i’ivate  banks,  which  has  just  been  mentioned,  was  also  abolished 
on  ^Vugust  1.  Even  after  that,  the  Swedish  bank  rate  did  not  come 
even  within  the  neighborhood  of  the  English  figure — 10  per  cent — • 
and  did  not  quite  reach  the  Danish  rate,  7 per  cent;  but,  on  the 
other  hand,  it  went  a little  beyond  bank  rates  in  Germany  and 
Erance,  which  were  (i  per  cent. 

Paper  Money. 

Rut  while  these  measures  would  have  been  a protection  to  the  pre- 
war monetary  system,  the  Rikshank,  at  the  same  time,  set  itself  to 
work  the  ruin  of  that  system.  In  a communication  to  the  Standing 
Committee  on  Ranking  of  Parliament,  on  August  2,  the  Roard  of 
Directors  based  a plea  to  make  its  notes  inconvertible  upon  the  in- 
significant amount  of  gold  ivithdrawn.  The  gold  reserve  of  the  Riks- 

” In  order  to  jirotect  the  country  against  losses  in  case  of  our  being  drawn 
into  the  War,  the  Kiksbank,  at  the  same  time,  sold  considerably  more  than 
half  its  foreign  assets  to  tlie  private  banks;  this  step  afterward  was  adduced 
b_v  tile  adiersaries  of  the  State  ownership  of  the  Central  Bank  as  an  argu- 
ment against  the  existing  system.  As  a matter  of  fact,  the  new  treatment  of 
the  projicrty  of  alien  enemies  made  this  ste])  almost  useless  in  war-time 
and  under  war  conditions;  and  even  if  International  Law  in  its  old  sense  had 
remained  intact,  it  may  be  taken  for  granted  that  the  Central  Bank,  with  its 
enormous  importance  to  State  action  esjiccially  in  war,  under  no  condition 
would  have  been  considered  and  treated  like  a jirivate  concern.  While,  con- 
secjucntly,  on  one  hand  the  Riksbank’s  measure  would  iiave  made  very  little 
difrerence  in  case  of  our  being  drawn  into  tlie  War,  on  the  other  hand,  the 
jirivatc  ownersliip  of  the  Kiksbank  would  certainly,  in  such  a situation,  not 
have  mattered  at  all. 


PAPER  MONEY  AND  DEPRECIATION 


139 


bank  was  called  “the  financial  backbone  of  the  country,”  and  any 
further  appreciable  decrease  would,  it  was  said,  lead  to  “the  most 
disastrous  consequences,  as  to  the  ability  of  the  Treasury  to  meet 
future  calls  upon  it  as  to  economic  life  in  general.”  No  explanation 
of  this  utterance  was,  of  course,  given ; but  kr.  100,0()0,0()0  was 
mentioned  as  a suitable  minimum  for  the  gold  reserve,  in  spite  of  the 
law’s  having  j)ut  the  limit  at  kr.  75,000,000.  Even  the  last-named 
stipulation  was,  besides,  null  and  void  if  it  was  contrary  to  the  Con- 
stitutional liaw,  which  made  unconditional  convertibility  of  notes  at 
sight  the  law  of  the  land ; but  this  legal  guarantee  now  showed  its 
inefficacy,  in  spite  of  everything  which  had  been  done  to  strengthen 
it.  The  measure  of  the  lliksbank  was  subjected  to  the  consideration 
of  the  Standing  Committee  on  Banking,  and  the  Committee  gave  its 
approval,  though  no  authority,  and  least  of  all  a Committee  of  Par- 
liament, could  make  inconvertibility  legal,  as  this  would  have  called 
for  the  ])assing  of  two  acts  of  Parliament,  with  a general  election 
intervening. 

Pa])er  money  w^as  now  a fact.  In  order  to  make  it  legal,  a }>roce- 
dure  was  put  on  foot,  however,  through  a Government  Bill  brought 
in  on  the  initiative  of  the  Directors  of  the  Riksbank ; the  Bill,  which 
was  introduced  on  August  12,  contained  an  amendment  to  xVrticle 
72  of  the  Constitutional  Law;  in  April  and  May,  1915,  the  legal 
forms  were  at  last  made  consonant  with  inconvertibility;  and  paper 
money  was  thus  legitimized  about  nine  months  after  its  birth. 

The  amendment  of  the  Constitutional  Law  made  it  legal  for  King 
and  Parliament,  “when  this  was  considered  indispensably  necessary 
on  account  of  war,  danger  of  war  or  a severe  monetary  crisis,”  to 
annul  the  convertibility  of  notes  for  a limited  time.  Between  sessions 
of  Parliament  the  King  was  empowered  to  make  this  dispensation  on 
the  initiative  of  the  Bank  and  after  having  consulted  the  Directors 
of  the  Public  Debt  Office;  to  remain  in  force  this  fonn  of  dispensa- 
tion had,  however,  to  be  formally  approved  in  the  next  session  of 
Parliament,  within  twenty  days  of  its  meeting. 

This  new  enactment  said  nothing  at  all  about  the  positive  charac- 
ter of  the  new  standard.  The  Gold  Standard  had  made  the  monetary 
unit  ecjuivalent  to  1/2480  of  a kilogram  of  pure  gold;  but  the  new 
standard  had  neither  substituted  another  norm  for  this,  nor  created 
any  sort  of  machinery  to  do  duty  for  that  which,  under  the  Gold 
Standard,  prevented  the  currency  from  deviating  from  the  norm 
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whicli  had  been  laid  down.  Only  one  single,  clearly  defined  limit  to 
the  changes  in  the  value  of  mone}'^  remained;  the  monetary  unit 
could  not  exceed  the  value  of  1/2480  of  a kilogram  of  pure  gold. 
For  the  Central  Bank  and  the  IMint  had  to  receive  gold  at  the  mint- 
ing  price,  or  a little  below,  as  before ; and  so  long  as  this  obligation 
remained,  every  tendency  of  the  notes  to  appreciate,  i.e.,  to  exceed 
the  value  of  gold,  would  infalliljly  lead  to  the  sale  of  gold  to  the 
Riksbank  and,  consequently,  to  an  increased  circulation  of  notes. 
^\s  has  usually  been  the  case  in  the  history  of  money,  the  paper 
standard  created  in  1914  was  fixed  only  in  one  way,  i.e.,  it  was  un- 
limited downward  but  limited  in  the  upward  direction;  it  could  de- 
cline indefinitely,  as  compared  with  gold,  but  could  not  exceed  its 
old  value  in  gold. 

The  Limits  of  Note  Issue. 

There  were  other  limits  to  the  power  of  the  Riksbank  over  the 
value  of  money,  however.  They  made  part  of  the  law  relating  to  the 
note  issue.  This,  befoi’e  the  War,  had  been  only  of  indirect  impor- 
tance; for  so  long  as  the  Gold  Standard  prevailed,  the  monetary 
unit  could  not  diverge,  outside  very  narrow  limits,  from  its  value 
in  gold.  Rut  when  the  old  system  disappeared,  the  law  which  regu- 
lated the  note  issue  would  have  taken  on  an  independent  power  to 
control  the  value  of  money.  Since  1913  the  right  of  note  issue  was 
subjected  to  two  conditions,  first,  that  it  must  not  exceed  twice  the 
amount  of  the  gold  reserve  plus  kr.  125,000,000,  and  secondly,  that 
the  gold  reserve  was  not  to  fall  below  kr.  75,000,000.  On  the  basis 
of  the  average  circulation  in  the  first  half  of  1914,  or  kr.  214,000,- 
000,  the  minimum  gold  reserve  would  have  meant  a proportion  of 
35  ])er  cent  to  the  notes,  the  real  proportion  being  from  48  to  49  per 
cent.  On  the  other  hand,  the  note  issue  might  have  been  greater  than 
the  real  one  even  when  the  gold  reserve  had  not  exceeded  its  mini- 
mum, kr.  75,000,000;  and  the  reserve  as  it  stood,  kr.  103,000,000, 
was  enough  to  cover  the  circulation  of  kr.  331,000,000.  That  part 
of  the  circidating  notes  which  was  not  covered  by  gold  had  to  be 
covered  by  some  ex})ressly  mentioned  government  securities,  bonds, 
hills  of  exchange,  foreign  assets,  etc.,  the  so-called  supplementary 
cover. 

As  has  been  seen,  the  circulating  notes,  after  the  outbreak  of  the 

ar,  had  increased  several  times  more  than  the  decrease  of  the  gold 
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reserve;  and  it  would  only  have  been  natural  if  the  anxiety  of  the 
directors  of  the  Rank  had  been  greater  over  the  former  fact  than 
over  the  latter.  This  anxiety,  as  might  have  been  expected,  did  not 
take  the  form  of  an  eagerness  to  restrict  the  note  issue,  however,  but 
on  the  contrary,  took  shape  as  a desire  to  enlarge  the  right  of  note 
issue.  On  August  18  they  asked  for  an  amendment  to  the  existing 
law,  which  would  empower  them  to  issue  another  kr.  125,000,000 
without  cover  of  gold ; to  this  were  added  some  proposals  of  minor 
importance  with  regard  to  the  supplementary  cover  and  the  issuing 
of  one-krona  notes.  As  hardly  anybody  at  this  date  had  given  a 
thought  to  the  need  of  a substitute  for  the  guarantees  which  had 
been  inherent  in  the  Gold  Standard,  this  proposal  was  accepted  in 
principle  by  everyone,  though  its  provisional  character  was  some- 
what more  emphasized  in  the  decision  of  Parliament  than  in  the 
original  Rill.  Tlie  amendment  gave  King  and  Parliament,  and  be- 
tween sessions  the  King  alone,  the  right  to  grant  the  new  note  issue 
of  kr.  125,000,000  in  case  of  emergency;  but  the  Directors  must 
cancel  the  new  issue  as  soon  as  possible.  If  this  license  was  given, 
the  Riksbank  w'ould  be  able  more  than  to  double  its  note  circu- 
lation in  existence  at  the  outbreak  of  the  War,  on  the  basis  of  its 
then  gold  reserve ; and  it  stands  to  reason  that  limitations  on  the 
right  of  note  issue  would  then  lose  their  power  to  regulate  monetary 
])olicy.  As  a matter  of  fact,  it  would  be  a long  time  before  the  Rank 
even  asked  for  the  right  which  had  been  conditionally  conferred 
upon  it  through  the  amendment  of  the  law  of  note  issue. 

The  Prohibition  of  Gold  Exports. 

If,  on  August  2,  the  exporting  of  gold  had  been  prohibited,  in- 
stead of  making  notes  inconvcrtilde,  the  result  would  probably,  at 
least  in  the  beginning,  have  been  almost  the  same ; for  there  was 
hardly  any  reason  for  withdrawing  gold  which  could  not  be  ex- 
]iorted,  when  there  was  no  gold  circulation  in  the  country.  On  the 
other  hand,  the  prohibition  of  export  for  the  same  reason  was  of 
almost  no  importance,  as  soon  as  the  Riksbank  had  been  closed  to 
gold  withdrawals ; for  outside  the  Riksbank  there  was  probably  very 
little  gold  to  be  found.  Consequently,  the  export  of  gold  was  not 
])rohibited  before  November  25,  1914;  but  after  that  date  even  this 
link  with  an  international  gold  standard  was  snapped. 
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The  Monetary  Union. 

All  these  changes,  which  altered  the  Swedish  monetary  system 
past  recognition,  had  been  made  without  any  reference  to  the  Scan- 
dinavian Monetary  Union.  Notes  had  been  made  inconvertible  in 
Denmark  and  Norway  at  about  the  same  time  as  in  Sweden ; and  the 
ex})orting  of  gold  had  been  prohibited  a great  deal  earlier — on  Au- 
gust 6 and  on  August  18,  respectively.  Consequently,  the  three 
countries  had  nothing  on  which  to  reproach  one  another;  but,  none 
the  less,  they  had  all  of  them  been  driven  into  an  order  of  things 
which  was  incompatible  with  the  Monetary  Union,  based  as  it  was 
upon  the  Gold  Standard ; and  no  measures  were  taken  against  the 
consequences  of  this.  Nobody  seemed  to  be  conscious  of  the  fact  that 
the  groundwork  of  the  Union  had  been  destroyed.  The  consequences 
would  appear  at  a later  date. 

The  Moratorium. 

iVt  the  same  time  some  emergency  legislation  had  been  carried 
which  applied  not  only  to  private  banks  but  to  the  whole  credit  sys- 
tem of  the  country.  All  banks  were  closed  on  the  first  three  week 
days  after  the  outbreak  of  the  War,  in  order  to  give  time  for  the 
carrying  of  a bill  embodying  the  principle  of  a moratorium.  On  the 
third  day  it  became  law.  But  the  developments  of  the  monetary  sv's- 
tem,  in  connection  with  the  war-time  boom,  soon  made  this  danger- 
ous legislation  altogether  unnecessary;  and  the  IMoratorium  largely 
passed  away  in  the  second  half  of  October,  with  the  exception  of 
debts  to  ]iersons  living  in  foreign  countries,  and  prohibitions  upon 
the  sale  of  mortgaged  property.  Even  these  last  phases  of  the  con- 
ception of  a crippled  economic  life  which  prevailed  in  the  first  days 
of  the  War  disa]ipeared  during  1915;  and  the  dii’ect  importance 
of  the  whole  episode,  for  the  Swedish  monetary  system,  went  very 
little  beyond  the  first  few  months  of  the  War. 

iVfter  this  descri])tion  of  the  first  government  measures  relative 
to  currency  and  credit,  we  have  still  to  see  what  was  the  develop- 
ment of  actual  economic  conditions. 

Motives  of  ]\Ionctary  Policy. 

d'he  consecpiences  of  the  fact  that  the  norm  which  was  inherent  in 
the  Gold  Standard  had  not  been  re})laced  with  any  other  showed 
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themselves  from  the  first  days  of  the  War.  The  Riksbank  had  lost 
the  old  principles  which  had  had  to  govern  its  policy,  and  its  critics, 
when  challenged,  were  unable  to  point  to  any  rule  in  I^aw  which 
remained  binding  upon  the  monetary  system  of  the  country.  The 
situation,  consequently,  became  chaotic.  This  refers  to  the  period  up 
to  March,  1915,  which  may  be  considered  as  the  limit  of  the  first 
period  of  Swedish  monetary  history  during  the  War. 

Chaos  showed  itself  first  in  the  case  of  gold.  Immediately  after 
the  outbreak  of  the  War,  Swedish  currency  dc])reciatcd — sterling, 
dollars,  and  francs  being  at  a premium  in  Stockholm,  and  after  one 
month,  florins.  This  went  on  almost  without  interruption  up  to 
IMarch,  1915,  at  which  time  the  exchange  upon  the  four  countries 
was  from  7 to  9 per  cent  against  Sweden,  some  fifteen  to  twenty 
times  the  divergence  which  had  developed  under  the  Gold  Standard. 
As  none  of  these  countries  had,  at  that  time,  laid  an  embargo  upon 
gold,  their  currencies  could,  at  least,  not  have  appreciated  as  com- 
])ared  with  gold,  but  might  even  have  depreciated ; consequently^ 
the  deviation  of  the  exchanges  expressed  the  minimum  of  the  de- 
preciation of  the  Swedish  currency ; and  a more  exact  definition  of 
the  situation  had  been  made  impossible  through  the  disappearance 
of  all  free  gold  markets.  Rut  while  the  currencies  of  the  Allied  Pow- 
ers went  to  a premium  in  Stockholm,  there  were  other  currencies 
which  were  at  a discount : first,  rubles  and  Austrian  crowns ; later, 
Finnish  marks ; and  finally,  though  only  after  more  than  two 
months,  reichsmarks.  Ry  about  the  end  of  March,  1915,  the  last- 
named  currency  was  at  a 6 per  cent  discount  conq)ared  with  Swedish 
kronor.  The  quotations  of  the  Riksbank,  which  have  here  been  used, 
actually  understated  the  real  change ; for  without  exception,  they 
put  the  value  of  sterling,  which  at  that  time  was,  in  Stockholm,  in- 
conq)arably  the  most  important  currency  of  the  first  group — too 
low,  and,  at  the  same  time,  the  reichsmark  was  often  put  too  high. 
In  consequence,  Swedish  kronoi’ — and,  to  an  even  higher  degree, 
reichsmarks — had  lost  considerably  more  of  their  value  compared 
with  gold  than  the  figures  showed.^ 

^ As  tliere  was  no  exchange  for  foreign  bills  in  Stockholm,  tlie  quotations 
of  the  Riksbank  were  the  only  ones  regularly  published.  Their  frequent  de- 
viation from  the  market  rates  gave  rise  to  complaints  and  various  attempts 
at  improvement,  the  most  important  being  wlien  representatives  of  the  private 
banks  met  and  proposed  quotations ; later  on  they  met  in  the  presence  of  a 
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The  next  question  is  whethei’  or  not  the  almost  omnipotent  direc- 
tors of  the  Rank  regarded  it  as  their  duty  to  maintain  the  value 
of  Swedish  money  as  against  gold. 

The  abolition  of  the  Gold  Standard  did  not  necessarily  create  any 
change  in  this  respect,  because  it  would  have  been  possible  to  make 
use  of  the  Gold  Exchange  Standard,  which  before  the  War  had  pre- 
vailed in  Austria  in  particular,  i.e.,  the  bank  might  always  have 
tendered  foreign  bills  on  Gold  Standard  countries  at  par ; in  that 
case  the  change  from  convertible  notes  would  have  been  insignifi- 
cant. Already,  however,  the  tendency  of  the  Rank  to  make  quota- 
tions which  were  not  genuine,  was  incompatible  with  this ; for  the 
quotation,  in  that  case,  did  not  even  bind  the  Rank  itself — quota- 
tions were  expressly  called  “nominal” — and  these  tactics  were,  least 
of  all,  able  to  create  the  unlimited  supply  of  bills  at  par  which  con- 
stitute the  character  of  the  Gold  Exchange  Standard. 

Quite  irresjjective  of  this  technical  difficulty  of  a consistent  policy 
on  the  basis  of  the  old  gold  value  of  the  currency,  the  Rank  directors 
thought  tliat  they  had  many  reasons  for  not  adopting  it.  Curious 
as  it  may  seem,  one  reason  consisted  in  the  fact  that  foreign  curren- 
cies developed  in  different  directions.  As  late  as  the  spring  of  1915, 
the  Governor  of  the  Rank,  Mr.  Victor  IMoll,  declared  that  if  the  dis- 
count of  the  reichsmark  had  gone  furtlier,  owing  to  a recurrence  to 
j:)ar,  as  against  sterling  and  dollars,  on  the  part  of  the  Swedish  cur- 
rency, “the  dissatisfaction  of  our  exporters  on  account  of  this  would 
have  increased  and  might  with  good  reason  [sic]  have  turned 
against  the  Riksbank.”  He  asked  what  our  exporters  might  be  ex- 
pected to  have  said,  “if  the  Riksbank  had  used  its  influence  to  de- 
})ress  tlie  reichsmark  quotation  even  more  than  now.^”’  Not  only 
bankers  but  the  business  world  as  a wliole  kept  to  the  belief  that 
the  different  currencies  remained  identical  with  those  currencies  of 
tlie  same  names  which  had  been  based  upon  gold ; and  as  the  devia- 
tions of  the  gold  currencies  had  never  been  of  any  importance  in 
])eace  time,  they  dismissed  all  explanations  of  the  new  situation  ex- 
cej)t  “abnormal”  conditions,  that  is,  temporary  disturbances,  dis- 
proportions in  the  balance  of  pa3unents  as  against  each  particular 

representative  of  the  Ilikshank.  Even  after  that,  the  official  quotations  did 
not  eoine  into  coiiq)lete  agreement,  however,  with  real  conditions ; but  taking 
a broad  view  of  tli(?  situation,  it  is  not,  in  the  main,  necessary  to  point  out 
tlie  differences. 
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country,  surpluses  or  deficiencies  in  particular  sorts  of  foreign  bills, 
disappearance  of  arbitrage  and  the  like,  but  on  no  condition  would 
they  admit  any  change  in  the  fundamental  value  of  the  currency. 
In  this  view,  100  reichsmarks  remained  no  less  valuable  than  88.89 
Swedish  kronor,  one  pound  sterling  no  more  valuable  than  18.16 
Swedish  kronor;  and  so  long  as  this  opinion  prevailed,  it  is  easily 
understood  that  the  Riksbank  believed  its  duty  lay  in  taking  all 
exchanges  alike  into  consideration  on  their  pre-war  basis. ^ This 
carried  the  greater  weight  in  so  much  as  people  like  the  Governor  of 
the  Rank,  in  the  w'ords  just  quoted,  as  a natural  consequence  of  their 
general  idea  regarded  every  foreign  exchange  at  a discount  as  an 
inqiediment  to  exports,  and  every  exchange  at  a premium  as  an 
impediment  to  imports. 

So  far  as  one  can  judge,  the  Riksbank  had,  over  and  above  this, 
a j)ositive  reason  for  keeping  the  Swedish  currency  below  par,  as 
was  pointed  out  by  its  critics  and,  and  first  among  them,  by  Profes- 
sor Gustav  Cassel.  The  reason  consisted  in  the  inordinate  amount 
of  its  assets  held  in  reichsmarks.  According  to  the  last  figures  be- 
fore the  War,  i-elating  to  June  30,  191-i,  out  of  a net  total  for  for- 
eign bills  and  other  assets  in  foreign  countries,  foreign  government 
securities  not  included,  amounting  to  kr.  113,910,000,  kr.  93,870,- 
000  w'as  in  reichsmarks,  which  at  par  in  Sw'edish  currency  repre- 
sented 71  per  cent  of  the  total.  This  was  only  natural,  as  before  the 
IV  ar  Sweden  normally  had  an  excess  of  imports  from  Germany,  as 
compared  with  an  excess  of  exports  to  England,  and,  consequently, 
more  often  felt  the  need  to  make  excess  payments  to  the  first-named 
country;  also,  at  the  end  of  the  three  years  preceding  the  War, 
German  assets  had  prevailed.  On  account  of  the  unexpected  turn 

^ The  conception  prevalent  in  the  business  world  is  well  illustrated  by 
the  reflections  on  these  changes  which  occurred  weekly  in  the  trade  journal 
Affdrsvdrlden.  E.g.,  in  the  number  for  October  31,  1914,  we  read;  “The  very 
great  divergence  between  the  exchanges,  rests  of  course  [sic]  upon  the  fact 
that  arbitrage  in  the  real  sense  of  the  word  is  made  all  but  impossible.  . . . 
Each  currency  consequently  is  a unit  by  itself  and  is  regulated  by  the  trade 
relations  with  that  country.  With  Germany  our  balance  of  trade  is  favorable, 
consequently  the  value  of  reichsmarks  with  us  stands  low,”  etc.  How,  ac- 
cording to  this  idea,  it  was  possible  for  the  relations  between  the  different 
exchanges  to  be  broadly  the  same  in  all  the  different  countries,  does  not  seem 
to  have  concerned  the  writers.  The  utterances  of  the  Governor  of  the  Bank 
were  almost  literally  the  same. 
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which  the  monetary  systems  of  belligerent  powers  now  took,  losses 
were  unpreventahle,  though  they  might  have  been  lessened,  through 
sales  of  German  marks.  But  such  losses  might  be  concealed  to  a 
much  greater  extent  if  the  Swedish  currency  was  allowed  to  follow 
that  of  Germany  on  its  downward  road ; and  the  words  of  the  Gov- 
ernor of  the  Bank  clearly  corroborate  the  existence  of  that  thought. 
He  expressly  pointed  out,  for  example,  the  reproaches  which  would 
be  leveled  against  the  Bank,  if  its  surplus  decreased  on  account  of 
measures  for  upholding  Swedish  exchange,  “without  necessity” — 
this,  by  the  way,  a striking  illustration  of  the  consequences  of  the 
disappearance  of  any  such  necessity,  because  of  the  abolition  of  all 
legal  norms  for  monetary  policy. 

It  goes  without  saying  that  the  ideas  actuating  the  controllers  of 
the  Bank  would  make  them  even  more  impervious  to  one  solution — 
that  of  making  the  price  level  a regulator  of  their  policy.  This  con- 
ception had  hardly  gone  further  than  the  woidd  of  theorists  before 
the  War ; and  in  Sweden  it  met,  besides,  an  elementary  obstacle  in 
the  fact  that  no  index  numbers  had  been  computed  before  the  begin- 
ning of  1918.  According  to  an  index  which  up  to  1918  gave  figures 
only  for  quarters,  the  price  level,  on  a basis  of  the  twelve  months 
from  July,  1913,  to  June,  1914,  had  risen  during  the  third  and 
fourth  quarters  of  1914  to  111  and  120,  respectively,  and  in  the 
first  quarter  of  1915  to  135,  that  is,  it  had  made  an  enormous  in- 
crease as  com])ared  with  pre-war  figures  and  several  times  the  pre- 
mium on  foreign  exchanges.®  But  this  fact  was  of  no  influence,  for 
the  reasons  just  given. 

J'he  right  answer  to  the  question,  what  the  motives  of  monetary 
])olicv  at  this  time  seemed  to  be,  was  that  the  policy  followed  no  con- 
scious objects  at  all ; and  no  better  illustration  can  be  found  of  the 
consequence  of  the  disappearance  of  a norm  for  the  monetary 
standard.  No  point  of  view  returns  more  often  in  the  rather  numer- 
ous utterances  of  the  Governor  of  the  Bank  at  the  time  than  this, 
that  one  was  ])owerless  with  regard  to  developments  in  the  case  of 

^ .See  Diagram  II.  Undoubtedly  the  bases  of  this  index  before  1918  are 
somewbat  in.seeure ; but  tliere  is  no  reason  for  supposing  there  is  any  ten- 
denev  to  err  in  any  particular  direction,  and  it  seems  to  be  impossible  to 
come  nearer  the  trutli.  Tlie  deviations,  besides,  are,  as  a rule,  great  enough  to 
leave  the  general  direction  very  plain,  tliougb  the  strength  of  tlie  develop- 
ment might,  it  is  true,  be  (|uestioned. 
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tlie  excliaiiffcs ; first  and  foremost  the  idea  was  flouted  that  the  bank 
rate  eould  he  of  any  importance;  hut  other  measures  also,  such  as 
internal  government  loans,  were  declared  to  he  ineffective.  The  Gov- 
ernor took  particular  to  explain  that  the  Bank  simply  gave 

out  the  rates  of  exchange  and  did  not  determine  them,  and  prided 
himself  u})on  its  quotations  even  going  below  those  of  the  open  mar- 
ket ; he  meant  to  show  by  this  the  inability  of  the  Bank  to  create 
more  favorable  rates.  If  this  argument  proved  anything  at  all,  it 
meant  that  the  Bank  was  also  unable  to  influence  a market  situation 
for  which  the  quotations  simply  were — or  at  least  ought  to  he — an 
expression ; and  that  was  clearly  the  opinion  of  the  Bank’s  directors. 

The  Causes  of  the  Developments  in  the  Monetary  Situation. 

Irresjjective  of  the  question  whether  the  factors  which  governed 
developments  in  the  monetary  situation  up  to  March,  1915,  were  the 
result  of  any  conscious  action  on  the  part  of  the  Bank  or  not,  they 
will  now  have  to  he  studied. 

Beginning  with  its  discount  policy,  it  followed  mainly  the  same 
line  as  that  of  other  countries.  The  sharp  rises  in  the  bank  rate  at 
the  outbreak  of  the  War  were,  clearly,  meant  simply  as  warnings, 
not  as  permanent  impediments  to  a fall  in  the  value  of  money ; and 
they  were,  therefore,  soon  given  up.  The  rediscount  rate  came  into 
force  again  as  early  as  August  11,  1911,  i.e.,  the  rate  was  lowered 
V'j.  cent  f<n-  the  private  banks ; on  August  28 — and  even  that  was 
later  than  the  date  when  most  of  the  central  hanks  of  other  coun- 
tries took  the  step — the  general  rate  was  lowered  by  the  same  per- 
centage, coupled  with  the  same — and  a second — decrease  in  the  re- 
discount rate;  though  even  so  the  rate  was  higher  than  in  most 
countries.  .Just  at  the  beginning  of  the  new  }^ear,  or  on  January  7, 
the  hank  rate  was  lowered  another  half  of  one  per  cent,  or  to  5^  (5 
])er  cent  for  rediscount)  ; and  it  remained  at  that  point  for  upward 
of  sixteen  months. 

J’he  next  question  refers  to  the  development  of  note  circulatio'ii 
under  the  influence  of  this  policy.  The  simplest  statement  would  he 
that  there  was  no  such  development  during  the  first  period,  i.e.,  after 
the  tremendous  increase  in  the  last  week  of  .July  and  on  August  1. 
In  Diagram  II  index  figures  are  given,  normal  seasonal  variations 
being  eliminated;  and  it  will  he  found  that  the  circulation  remained 
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surprisingly  constant  up  to  September,  1915.  Just  before  the  be- 
ginning of  1915,  and  again  at  the  end  of  February,  the  Bank  re- 
ceived gold  in  certain  small  quantities  (kr.  8,500,000  in  all),  no 
doubt  from  Germany;  and  some  Swedish  Treasury  Bills  for  £1,100,- 
000,  which  were  j:)aid  in  England  during  the  spring  of  1915,  seem 
to  have  been  met  by  German  gold  which  does  not  appear  in  the  re- 
ports of  the  Bank.  But  nothing  of  this  seemed  to  have  had  any  influ- 
ence upon  circulation.  At  a first  glance  it,  consequently,  looks  as  if 
both  the  increase  in  the  premium  of  foreign  exchanges  and  the  far 
greater  increase  in  the  internal  price  level  had  been  unconnected 
with  the  circulation  and  with  the  policy  of  the  Bank,  and  that  the 
Bank’s  directors  had  good  reasons  for  disregarding  the  demands 
for  a change  in  their  policy.  But  appearances  in  this  case  are  almost 
certainly  deceptive,  and  part  of  the  situation  is  made  clear  if  the 
whole  war  period  up  to  that  time,  including  the  two  weeks  before 
and  after  the  outbreak  of  the  War,  is  taken  into  consideration. 

If  our  study  is  limited  to  the  period  beginning  with  the  fourth 
quarter  of  1914  and  ending  with  the  first  quarter  of  1915,  we  find 
that  an  unchanged  note  circulation  goes  with  an  increase  in  prices 
from  111  to  135,  i.e.,  an  increase  of  21.6  per  cent,  or  more  than  the 
increase  of  a decade  before  the  War.  But  if  the  whole  war  period  is 
taken  into  account,  the  agreement  for  the  first  quarter  of  1915 
becomes  quite  close — a 25  to  30  per  cent  increase  in  circulation 
and  one  of  35  per  cent  for  the  price  level.  The  explanation  nearest 
at  hand  is  this,  that  the  increase  in  note  circulation  at  the  outbreak 
of  war  was  not  caused  by  credit  expansion  but  by  the  hoarding  of 
notes ; and  that,  when  hoarding  had  come  to  an  end,  a credit  expan- 
sion could  make  use  of  the  notes  thus  set  free,  i.e.,  that  there  was  no 
need  for  now  notes  to  meet  this  expansion  of  credit.  A look  at  Dia- 
gram II  will  show,  however,  that  the  increase  in  the  price  level  had 
already,  in  the  first  quarter  of  1915,  gone  beyond  the  increase  in 
circulation,  and  the  reasons  for  this  will  be  set  forth  later  on.  (See 
p.  175.) 

IMoi-e  diflicult  to  explain  are  the  dovoloj)ments  in  the  case  of  the  ex- 
chaiiiTOS.  During  the  War  it  was  confidently  asserted  that  the  reason 

o o » 

foi-  the  depreciation  of  Swedish  money  up  to  the  spring  of  1915  lay 
in  a sharper  rise  in  prices  in  Sweden  than  in  countries  like  England, 
which  had  at  that  time  ke])t  the  gold  parity.  There  may  have  been 
a limited  amount  of  truth  in  this  assertion;  but  it  must  not  be  inter- 
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preted  as  its  advocates  interpreted  it — that  the  rates  of  exchange 
expressed  the  differences  in  the  purchasing  power  of  the  currencies 
of  the  respective  countries.  As  will  be  seen  from  Diagram  IV,  it  is 
true  that  the  rise  in  the  Swedish  price  level  was  from  the  beginning 
greater  than  that  in  the  English,  and  the  explanation  of  the  pre- 
mium on  sterling  in  Stockholm  might,  in  a sense,  be  found  in  this 
fact ; hut  the  figures  also  show  that  the  change  in  the  relative  posi- 
tion of  the  two  price  levels  was,  as  a rule,  more  than  double  that  of 


flic  difference  in  exchanges, 
figures : 

as  will  be 

seen 

from 

the 

following 

July,  1913- 

1914 

1915 

June,  1914 

Sd  Qr 

4th  Qr. 

1st  Qr. 

Sterling  exchange®  percentage 

100 

101 

104 

106 

Rise  in  Swedish  prices 
(British  = 100) 

100 

105 

111 

113 

I'o  resume:  From  the  beginning  of  the  War,  the  Swedish  price 
level  had  (a)  shown  a great  rise;  the  value  of  Swedish  currency  in 
gold,  or  foreign  valuation,  had  (b)  decreased  considerably;  but  the 
decrease  in  the  value  in  gold,  or  in  the  foreign  valuation,  had 
(c)  been  much  smaller  than  what  corresponded  to  the  relative 
changes  of  internal  and  foreign  prices.  In  other  words,  the  foreign 
valuation  of  Swedish  currency  had  decreased  less  than  its  internal 
purchasing  power.  This  difference  was  so  great  that  it  cannot,  with 
any  reasonableness,  be  laid  at  the  door  of  the  undeniable  weaknesses 
of  price  statistics ; and  it  remained  without  a single  exception  all 
through  the  War.  Consequently,  we  stand  before  a fundamental 
])roblem  in  the  history  of  the  Swedish  monetary  situation  during  the 
W ar,  though  this  did  not  become  clear  until  several  years  afterward. 
At  the  beginning  it  was  contended,  in  direct  contradiction  to  the 
facts — facts  which  were  unknown  at  the  time,  it  must  be  added. 


® Sterling  exchange  in  its  ratio,  not  to  parity,  but  to  the  average  from 
July,  1913,  to  June,  1914,  or  kr.  18.  22%  per  pound  sterling. 

WJth  regard  to  index  numbers  it  must  be  emphasized  that  the  comparison 
does  not  show  relative  price  levels  but  only  relative  changes  in  the  levels,  cf. 
p.  22.  The  certainly  not  insignificant  difference  in  the  purchasing  power  of 
gold  in  England  and  in  Sweden  under  the  Gold  Standard  is,  consequently, 
eliminated.  On  account  of  the  incompleteness  and  limited  reliability  of  jirice 
figures  this  is  almost  always  done.  But,  none  the  less,  the  result  is  usually, 
though  quite  wrongly,  regarded  as  a comparison  of  the  price  levels  them- 
selves. 
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however — that  exchange  rates  and  relative  price  levels  strictly 
corresponded. 

Eroin  the  })oint  of  view  of  monetary  policy  this  fundamental  fact 
leads  to  quite  different  consequences  if  the  object  of  the  policy  is  a 
formal  one,  i.e.,  a return  to  the  old  legal  foundation  of  the  currency; 
or  if,  on  the  contrary,  the  material  object  of  the  monetary  system, 
as  consisting  in  stability  of  the  price  level  or  of  the  value  of  money, 
is  taken  into  account.  From  a formal  or  legal  point  of  view  the 
curious  situation  just  described  was  a great  help  to  the  Riksbank; 
for  gold  parity  might  already  have  been  held  at  a price  level  where 
the  value  of  Swedish  money  had  deteriorated  more  than  say,  Eng- 
lish, and  consequently — as  even  in  England  the  price  level  had  in- 
creased— in  the  case  of  what  might  be  called  a double  fall  in  the 
value  of  Swedish  money.  This  greatly  facilitated  the  Riksbank’s 
task  of  keeping  to  gold  parity,  and  made  the  depreciation  of  Swed- 
ish money,  as  compared  with  gold,  even  more  striking  than  it  would 
otherwise  have  been.  But  from  a material,  as  distinct  from  a formal, 
point  of  view,  the  situation,  on  the  other  hand,  meant  that  even  a 
return  to  gold  parity  could  not  guarantee  even  the  greater  part  of 
what  might  be  considered  the  object  of  monetary  policy,  i.e.,  sta- 
bility in  the  value  of  money.  For  two  reasons — a decrease  in  the 
international  value  of  gold  and  a rise  in  the  relative  foreign  valua- 
tion of  the  Swedish  currency — this  could  not  have  been  attained 
without  a considerable  premium  on  Swedish  currency  as  conqiared 
with  gold.  This  is  a very  important  premise  for  the  turn  which 
Swedish  monetary  policy  was  to  take  later  on. 

Our  first  task  will  now  be  to  look  for  an  explanation  of  develop- 
ments in  the  value  of  mone}'  in  Sweden  as  compared  with  the  foreign 
exchanges. 

Price  Levels  and  Rates  of  Exchange:  the  Theory. 

Formally  speaking,  the  explanation  is  rather  simple,  as  there  does 
not  exist  a necessity  or  even  a probability  for  the  opinion  that  the 
equilibrium  of  the  exchanges  should  stand  at  the  same  point  as  the 
relations  of  purchasing  power  of  the  currencies  of  the  respective 
countries.  As  a matter  of  fact,  the  statistics  generally  adduced  to 
]>rove  this  do  nothing  of  the  sort ; for  they  take  as  their  starting 
])oint  exchange  rates  and  price  levels  during  a certain  period — 
usually  the  period  just  before  the  War — without  even  the  semblance 
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of  a proof  tliat  the  exchanges  at  that  time  really  corres})onded  to 
the  relation  of  price  levels.  When,  now,  exchanges  and  jn-ice  levels 
during  the  period  that  followed  corresponded  to  the  situation  which 
had  been  chosen  for  a basis,  this,  consequently,  b}'  no  means  showed 
that  the  exchange  rates  corresponded  to  the  relations  between  abso- 
lute price  levels,  but  only  that  the  forces  at  work  were  unchanged.  In 
the  course  of  such  an  enormous  upheaval  as  that  of  the  Great  War 
this  was  extremely  improbable,  however;  and  there  is,  consequently, 
every  reason  to  expect  another  relation  between  exchange  rates  and 
j)rice  levels  than  that  which  prevailed  before  the  War.  Views  upon 
tliis  subject  during  and,  even  more,  after  the  War,  have  been 
founded  upon  a simplification,  and  a vitiation,  of  the  classical 
theor}'  of  foreign  trade  and  exchanges ; and  it  is  only  by  going  back 
to  the  complete  theory,  as  it  is  set  forth  by  Ricardo  and  his  principal 
follower,  John  Stuart  Mill,  that  the  real  connection  can  be  found. ^ 

Tlie  conception  that  the  exchanges  represent  relative  price  levels, 
or,  what  is  the  same  thing,  that  the  monetary  unit  of  a country  has 
the  same  purchasing  power  both  within  the  country  and  outside  it, 
is  correct  onl}'  upon  the  never  existing  assumption  that  all  goods 
and  services  can  be  transferred  from  one  country  to  another  without 
cost.  In  this  case,  the  agreement  between  the  prices  of  different 
countries  is  even  greater  than  that  which  is  covered  by  the  concep- 
tion of  an  identical  purchasing  power  of  the  monetar}^  unit ; for  not 
oidy  average  j)rice  levels  but  also  the  price  of  each  particular  com- 
modity or  service  will  then  be  the  same  in  both  countries,  if  com- 
puted on  the  basis  of  the  exchanges.  That  is,  the  price  must  be  twice 
as  great  in  a country  the  monetary  unit  of  which,  in  the  exchanges, 
has  only  half  the  value  of  that  of  the  other  country.  As  soon  as  this 
docs  not  hold  good,  the  goods — always  on  a supposition  that  no  cost 
of  carriage  comes  in — will  rush  to  the  country  where  they  are  more 
highly  paid  for,  and  this  will  go  on  as  long  as  the  difference  remains. 

^ The  best  exposition  still  appears  to  be  the  treatise  of  J.  .S.  IMill,  “Of  the 
I.aws  of  Interchange  between  Nations,  and  the  Distribution  of  the  Gains  of 
Commerce  among  the  Nations  of  the  Commercial  World”  (in  his  collected 
Essays  on  Some  Unsettled  Questions  of  Political  Economy,  published  in 
18  t4),  as  well  as  his  Principles  of  Political  Economy,  partieularly  Book  III, 
Cha])s.  21-22  (1818).  The  argument  needs,  however,  to  be  elaborated  in  dif- 
ferent directions  in  order  to  solve  the  problem  now'  at  band.  Tbe  present  vol- 
ume is  not  the  i)lace  for  a discussion  of  the  details  of  the  history  of  the  doc- 
trine. But  cf.  the  Bibliographical  Note  at  the  end  of  this  Part. 
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At  the  same  time,  in  this  as  in  other  cases,  the  fundamental  prin- 
ciple underlying  the  exchanges  will  hold  good.  This  law  is  nothing 
else  than  the  general  law  of  price,  meaning  that  the  rate  of  exchange 
must  create  an  equilibrium  of  supply  and  demand  in  regard  to  bills, 
i.e.,  of  matured  debts  owing  to  the  country  and  matured  debts  due 
from  it.  If,  in  this  situation,  the  export  goods  of  one  country  should 
become,  e.g.,  more  in  demand  in  foreign  countries  than  before,  as 
comjiared  with  the  import  goods  of  the  country,  say,  iron  ore,  iron, 
pulj),  and  macliinery  from  Sweden,  in  comparison  witli  coal,  coffee, 
cotton,  and  textile  goods — prices  must  rise  for  the  first  group  com- 
pared with  tlie  second.  Equilibrium  between  supply  and  demand  will 
then  be  created  in  the  following  way : The  price  changes  hold  back 
the  demand  for  the  goods  which  have  grown  dearer,  and  stimulate  it 
for  tliose  which  have  been  made  cheaper ; but  in  the  case  of  each  par- 
ticular commodity  the  price  change  will  be  exactly  the  same  in  both 
countries,  and  prices  will,  consequently,  not  differ  in  one  country  as 
compared  with  another,  on  tlie  basis  of  the  exchanges.  Given  an  un- 
changed rate  of  exchange  (say  under  tlie  international  Gold  Stand- 
ard) this,  however,  will  normally  create  a demand  for  an  increase 
of  currency  in  the  country  the  goods  of  which  have  been  subject  to 
a stronger  foreign  demand  than  before,  relative  to  other  countries. 
For  the  first-named  country  receives  a greater  quantity  of  goods 
than  before,  as  more  foreign  goods  are  given  in  exchange  for  those 
of  that  countr}';  and,  as  the  unit  prices  are  the  same  in  both  coun- 
tries, more  money  is  there  needed  for  the  total  of  the  commercial 
transactions. 

But  the  situation  which  has  now  been  discussed  never  agrees  with 
actual  facts,  as  has  already  been  said,  for  there  always  is  the  cost  of 
transferring  goods  from  one  country  to  another;  and  it  has  been 
mentioned  simply  on  account  of  its  being  the  only  one,  in  regard  to 
which  the  conception  of  “purchasing  power  parity” — as  we  have 
seen,  as  a matter  of  fact  even  more  than  that — can  be  expected  to 
hold  wood.  As  soon  as  we  take  into  consideration  the  fact  that  the 
exchange  of  goods  and  services  between  countries  means  expenses, 
two  very  important  consequences  will  follow,  both  of  them  giving 
rise  to  a consideration  other  than  that  which  has  now  been  discussed. 

One  of  these  consequences  is  that  goods  stand  higher  in  the  im- 
jiorting  than  in  the  exporting  country',  by  just  so  much  as  is  repre- 
sented by  the  cost  of  carriage;  on  account  of  this  all  identity  in  the 
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price  of  the  particular  goods  in  different  countries  will  disappear. 
The  only  question  is  if,  instead  of  an  identity  of  prices,  a balance 
among  them  will  follow,  so  that  goods  which  are  made  dearer 
through  the  cost  of  carriage  will  exactly  counterbalance  those  which 
are  made  cheaper.  Clearly,  this  is  possible;  hut,  as  clearly,  it  is  not 
necessary.  If  this  result  is  to  take  })lace,  the  first  requirement  is  that 
costs  of  carriage  shall  also  be  in  keeping,  i.e.,  play  the  same  part  in 
the  inqmrts  as  in  the  exports  of  a country,  or — what  is  the  same 
thing — have  the  same  influence  for  different  countries.  If,  say,  the 
cost  of  carriage  should  increase  the  prices  of  import  goods,  relative 
to  their  prices  in  foreign  countries,  more  than  the  rise  in  prices  of 
ex])ort  goods  through  cost  of  carriage,  relative  to  their  foreign 
prices,  the  price  level  of  the  country,  sav  Sweden,  will  he  higher 
than  that  of  foreign  countries,  when  conq)uted  on  the  basis  of  the 
rate  of  exchange.  Such  a situation  can  arise  for  many  reasons,  e.g., 
relativel}'  heavy  or  bulky  import  goods,  or  an  intentional  increase 
in  the  prices  of  imports  through  protective  duties  or  other  impedi- 
ments to  imports. 

This  might  also  be  explained  in  another  way.  The  assets  or  for- 
eign bills  due  to  Sweden  fall  in  value,  as  compared  with  the  internal 
purchasing  power  of  foreign  currency,  because  so  much  of  this  ])ur- 
chasing  power  is  lost  before  the  goods  reach  the  importing  country, 
in  this  case  Sweden.  As,  on  the  other  hand,  no  proportional  decrease 
in  value  takes  place  with  regard  to  the  bills  on  Sweden,  belonging  to 
foreign  countries,  at  an  unchanged  rate  of  exchange  and  unchanged 
prices  on  both  sides,  it  will  become  less  remunerative  to  Sweden  to 
import  from  foreign  countries,  but  quite  as  remunerative  as  before 
for  foreign  countries  to  import  from  Sweden.  Consequently,  the  re- 
sult will  be  an  excess  of  the  demand  for  bills  upon  Sweden.  In  such  a 
situation  one  of  two  things  must  follow ; either  exchange  upon  Swe- 
den will  he  at  a premium  in  foreign  countries,  i.e.,  foreign  exchanges 
will  be  at  a discount  in  Sweden ; or  the  price  level  must  rise  in  Swe- 
den. The  second  alternative  requires  an  increase  in  domestic  cur- 
rency, and  this  must  be  created,  if  the  rate  of  exchange  is  to  remain 
on  its  old  level;  in  the  opposite  case,  foreign  exchanges  will  be  at  a 
discount  in  Sweden.  Such  is  the  result  of  an  unsymmetrical  cost  of 
carriage  between  countries. 

Rut  this  is  only  one  of  the  consequences  which  follow  from  the 
fact  that  goods  cannot  be  exchanged  between  countries  without  cost. 
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Tlie  second  consequence  is  this,  that  not  all  sorts  of  goods  and  serv- 
ices can  be  exchanged  between  countries.  As  a matter  of  fact,  an 
international  interchange  of  some  of  the  things  necessary  to  man  is 
altogether  out  of  the  question,  e.g.,  housing ; and  it  is  very  difficult 
in  the  case  of  other  things,  e.g.,  personal  services.  Rut  even  in  cases 
where  interchange  is  quite  possible,  it  does  not  take  place  if  it  re- 
quires cost;  that  is,  if  the  cost  is  greater  than  the  difference  of  price 
between  countries.  Consequently,  the  prices  of  a great  number  of 
goods  and  services  are  inde])endent  of  international  markets ; and 
these  ])rices  will  stand  in  no  direct  connection  with  the  rate  of  ex- 
change. Even  if  the  cost  of  carriage  were  the  same  for  imports  and 
exports,  and  the  prices  of  the  goods  which  were  being  interchanged 
were,  on  an  average,  at  the  same  level  in  both  countries  (when  com- 
])uted  on  the  basis  of  the  rate  of  exchange),  it  would,  consequently, 
by  no  means  follow  that  general  price  levels  would  be  the  same  (com- 
puted on  the  same  basis). 

This,  however,  shows  no  more  than  the  absence  of  a direct  connec- 
tion between  wholly  domestic  goods  and  the  rate  of  exchange.  In- 
directly, on  the  other  hand,  there  is  always  a connection  between  all 
different  prices  within  the  same  community,  on  the  ground  that  the 
same  means  (or  factors)  of  production  are  used  for  different  prod- 
ucts and  must  influence  their  prices,  because  they  must  themselves, 
in  the  long  run,  command  the  same  ]jrice  for  all  their  different  uses. 
Rut  important  as  this  is,  it  does  neither  for  the  moment  nor  even  in 
the  long  run  create  a uniform  change  in  the  price  level  in  the  differ- 
ent countries. 

For  the  moment,  this  is  prevented  simply  by  the  fact  that  some 
time  must  elapse  before  a unity  in  the  prices  of  the  means  of  pro- 
duction has  rea])peared  after  important  dislocations.  The  disturb- 
ances of  the  Great  War,  which  were  in  this  respect  probably  rather 
increased  than  mitigated  by  the  manifold  activities  of  the  State, 
constituted  unique  obstacles  to  such  a uniformity ; and  probably  it 
had  only  in  quite  exceptional  cases  been  reestablished  before  the  end 
of  the  War. 

When,  however,  the  means  of  production  have  regained  their 
unity  of  ])rice  in  different  occupations,  a change  has  taken  place  in 
the  ])i-ices  of  all  goods  in  the  production  of  which  they  are  used. 
'I'his  change  is  clearly  dependent  upon  the  part  played  by  the  differ- 
ent means  of  production  in  the  processes.  Such  goods,  which  for 
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their  j)roduction  use  niucli  of  some  factor  whose  cost  has  been  in- 
creased through  a change  in  international  demand,  will  rise  in  price 
relatively  to  other  goods ; on  the  other  hand,  goods  produced  by  fac- 
tors which  have  been  cheapened,  will  move  in  the  opposite  direction. 
To  return  to  our  former  illustration : If  Swedish  ex})ort  goods, 
taken  as  a whole,  have  found  an  increased  foreign  demand,  prices 
will  rise  for  all  such  Swedish  goods  as  are  produced  by  factors  of 
production  which  are  used  for  export  goods,  as  compared  with  the 
prices  of  other  goods.  If,  at  the  same  time,  demand  has  been  going 
down  in  the  case  of  Swedish  import  goods,  a relative  fall  in  price 
will  have  taken  ])lace  for  Swedish  factors  of  production  which  are 
used  for  goods  which  compete  with  the  imported  ones  and,  conse- 
quently, upon  such  Swedish  goods  as  well. 

The  final  result  of  this,  quite  necessarily,  will  be  a rise  in  price, 
as  compared  with  foreign  prices,  for  Swedish  goods  which  are  not 
exchanged,  taken  as  a whole.  Tor  they  are  wholly  produced  by 
Swedish  means  of  production.  And  as  Swedish  export  goods  have 
met  with  an  increased  total  demand,  as  compared  with  Swedish  im- 
port goods,  the  same  thing  has  ha])pened  to  Swedish  factors  of  pro- 
duction, used  for  exports,  compared  with  those  of  foreign  countries; 
the  valuation  of  the  products  and  that  of  the  factors  of  production 
must  go  together.  Consequently,  a country  which  is  subject  to  an 
increased  foreign  demand  for  its  goods  and  (at  an  unchanged  rate 
of  exchange)  a rise  in  prices  for  its  export  goods  will,  almost  cer- 
tainly, also  experience  an  average  rise  in  prices  in  the  case  of  those 
domestic  goods  which  are  not  exchanged  internationally ; while  the 
opposite  development  takes  place  in  a country  which  finds  less  de- 
mand for  its  ex})ort  goods.®  At  the  same  time  it  must  be  remarked, 

® This — the  price  development  for  purely  liome  commodities  in  the  case 
of  a change  in  tlie  demand  for  the  export  goods  of  a country — in  my  opinion 
constitutes  tlie  principal  basis  for  the  trend  of  thouglit  first  started  by 
Ricardo  but  further  elaborated  by  J.  S.  Mill.  Tlie  following  quotation  from 
the  Principles  of  Political  Economy  and  Taxation,  by  Ricardo  (1817) — ■ 
often  given,  but  not  seldom  misunderstood — appears  to  leave  no  doubt  of 
their  position.  “The  higher  value  of  money  will  not  be  indicated  by  tlie  ex- 
ebange;  bills  may  continue  to  be  negotiated  at  par,  although  the  prices  of 
corn  and  labour,”  (i.e.,  the  general  level  of  jirices,  according  to  modern  termi- 
nology) “should  be  10,  20,  or  30  per  cent,  bigher  in  one  country  than  in  an- 
other. Linder  the  circumstances  supposed,  such  a difference  of  prices  is  the 
natural  order  of  things,  and  the  exchanges  can  only  be  at  par,  when  a suffi- 
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however,  that  the  importance  of  this  inference  is  very  variable,  in 
proportion  to  the  part  played  by  foreign  trade  in  the  economic  life 
of  different  countries  taken  as  a whole.  Only  by  the  merest  coinci- 
dence is  it,  consequently,  to  be  expected  that  the  price  level  will  de- 
velop in  the  same  direction  for  different  countries  in  the  case  of 
goods  which  are  not  exchanged  between  these  countries;  and  the 
deciding  influence  upon  these  prices  will  come  from  the  prices  of 
export  goods,  which  will  raise  the  price  level  when  the  demand  for 
the  export  goods  of  the  country  increases,  and  vice  versa. 

The  dividing  line  now  drawn  between  goods  which  are  and  which 
are  not  exchanged  is  misleading,  however.  For  this  dividing  line  is 
never  laid  down  beforehand.  On  the  contrary,  it  is,  in  itself,  influ- 
enced by  the  rate  of  exchange.  Before  this  point  has  been  cleared  up, 
nothing  at  all  is,  consequently,  explained ; but  when  it  has  been 
cleared  up,  an  additional  light  is  shed  upon  what  has  gone  before. 

The  higher,  for  instance,  the  currency  of  a country  rises  in  for- 
eign valuation  (relative  price  levels  regarded  as  unchanged),  the 
fewer  goods  will  be  exportable  from  that  country,  and  the  more  be 
importable  to  it ; the  opposite  is  the  case  if  foreign  valuation  of  the 
currency  of  the  country  is  falling.  Every  alteration  in  the  rate  of 
exchange  (at  unchanged  relative  price  levels)  will,  consequently, 
transfer  groups  of  commodities,  or  parts  of  such  groups,  from  or  to 
the  ex])ortable  category  and,  at  the  same  time,  to  or  from  the  im- 
j)ortable  category.  Under  these  conditions  the  deciding  factor,  as 
well  for  the  rate  of  exchange  as  for  the  dividing  lines  between  ex- 
portable goods,  importable  goods,  and  goods  which  are  neither  im- 
])ortable  nor  exjjortable,  will  be  this.  It  is  true,  not  only  must  the 
amount  of  imj)orts  and  exports,  but  all  transactions  creating  ma- 
tured debts  due  from,  and  owing  to,  the  country  be,  at  every  mo- 
ment, in  equilibrium;  and  this  will  be  effected  through  the  rate  of 
exchange.  If,  say,  Swedish  export  goods  meet  with  an  increased 

cient  quantity  of  money  is  introduced  into  the  country  excelling  in  manu- 
factures, so  as  to  raise  the  price  of  its  corn  and  labour.  If  foreign  countries 
siiould  prohibit  the  exportation  of  money  ....  they  might  indeed  prevent 
the  rise  in  ])rices  of  the  corn  and  labour  of  the  manufacturing  country 
. . . . ; but  they  could  not  prevent  the  exchange  from  being  very  unfavor- 
able to  them.”  (Paragraj)h  53,  p.  127,  in  Professor  Gonner’s  edition;  pp.  83  f. 
in  that  of  McCullocIi).  The  last  sentence  contains  the  kernel  of  the  theory  of 
foreign  exchanges  under  the  conditions  of  paper  money. 
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foreign  demand  and,  consequently,  rise  in  price  within  and  outside 
of  the  country,  the  foreign  debts  owing  to  Sweden  will  increase; 
and,  at  an  unaltered  rate  of  exchange,  against  this  will  stand  an 
unchanged  debt  due  to  foreign  countries  on  the  part  of  Sweden ; 
consequently,  an  excess  of  debts  due  to  Sweden  will  be  the  result. 
Foreign  exchanges  must,  therefore,  be  at  a discount  in  Sweden,  and 
foreign  valuation  of  Swedish  currency  must  rise.  That,  in  its  turn, 
will  lead  to  this : the  exporting  of  a portion  of  those  Swedish  goods 
hitherto  exported  will  be  made  impossible,  and  new  exports  to  Swe- 
den made  possible;  a decreased  quantity  of  Swedish  goods  will  be 
exchanged  for  an  increased  amount  of  foreign  goods;  this  is  simply 
another  expression  of  the  fact  that  the  value  of  Swedish  goods  has 
increased,  as  they  bring  in  more  foreign  goods  than  before.  The  rate 
of  exchange  remains  at  the  point  where  an  equilibrium  of  matured 
debts  owing  to,  and  due  from,  other  countries  has  been  created. 
What  has  been  said  before  about  importable,  exportable,  and  nei- 
ther importable  nor  exportable  groups  of  commodities,  about  their 
price  relations,  and  about  the  rate  of  exchange,  is  applicable  to  this 
situation. 

In  the  instance  just  given,  it  has  been  assumed  that  an  increased 
foreign  demand  for  Swedish  export  goods  has  depressed  the  value 
of  foreign  currencies  in  Sweden  to  a point  where  the  export  of  the 
remainder  of  our  goods  has  been  limited  and  imports  have  been 
stimulated  to  an  extent  which  makes  them  equal.  In  this  case,  no 
change  in  monetary  conditions  will  be  necessary  on  either  side ; for 
the  alteration  of  the  exchanges  will  be  enough  to  create  those  cor- 
rections in  inq)orts  and  exports  which  are  necessary  to  a state  of 
equilibrium.  If,  on  the  contrary,  the  rate  of  exchange  is  fixed,  as  was 
mainly  the  case  under  the  Gold  Standard,  the  equalization  must  be 
effected  in  another  way.  Under  the  Gold  Standard  in  its  classical 
form,  payment  from  foreign  countries  will,  in  this  case,  be  made  in 
the  form  of  gold,  to  the  amount  of  the  excess  of  debts  due  to  Swe- 
den ; and  these  gold  movements  formed  in  the  last  instance  the  cor- 
rective of  the  Gold  Standard.  None  the  less,  they  do  not  command 
the  chief  interest  in  this  connection.  For  this  precise  form  of  pay- 
ment seldom  materialized  in  the  years  preceding  the  War;  secondly, 
and  princi{)ally,  the  transfer  of  gold  in  itself  can  create  equilibrium 
only  once ; and  it  must  go  on  indefinitely  if  the  rate  of  exchange  is 
to  he  kept  in  its  old  place,  in  spite  of  a change  in  equilibrium.  The 
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only  real  and  permanent  remedy  must  consist  in — the  rate  of  ex- 
change considered  as  fixed — finding  new  monetary  foundations ; and 
this  is  effected  through  a change  in  the  monetary  systems  of  the 
respective  countries.  An  increase  in  the  circulation  and  a fall  in  the 
value  of  money  must  take  place  in  that  country,  the  currency  of 
which  would  otherwise  have  had  a higher  valuation  than  before ; and 
the  reverse  must  occur  in  the  other  country.  Under  the  Gold  Stand- 
ard in  its  classical  form,  this  became  a result  of  gold  movements,  and 
attention  was,  therefore,  first  of  all,  very  naturally  bestowed  on 
tbem ; but  the  same  result  may  be  effected  by  a spontaneous  change 
in  the  amount  of  circulation  in  the  respective  countries.  When,  in 
consequence  of  this,  Swedish  prices,  e.g.,  rise  as  compared  with  for- 
eign ones,  the  necessary  stimulus  to  foreign  imports  into  Sweden 
and  the  deterrent  to  Swedish  exports  to  foreign  countries  will  be 
given,  and  the  restoration  of  equilibrium  will  be  effected.  This  rela- 
tive change  in  prices  makes  an  increase  in  the  circulation  of  Sweden, 
relative  to  that  of  foreign  countries,  necessary. 

W1  len  this  has  taken  place,  when  imports  to  Sweden  have  in- 
creased and  exports  decreased,  the  prices  of  goods  which  are  inter- 
changed will  differ  by  the  amount  of  the  cost  of  carriage  oiily,  it  is 
true ; but  as  has  been  shown,  Swedish  goods  which  are  not  exchanged 
will  also,  in  all  probability,  rise  in  price.  The  value  of  Swedish,  as 
conq)ared  with  foreign,  factors  of  production  has  permanently 
risen,  which  is  the  same  thing  as  an  increase  in  the  national  income 
of  Sweden,  created  by  a Swedish  right  to  more  foreign  goods,  in 
return  for  Swedish,  than  before.  And  this  higher  value  of  the  na- 
tional income  of  Sweden  will,  at  a fixed  rate  of  exchange,  require 
a greater  amount  of  currency,  which  is,  at  the  same  time,  a neces- 
sary (jualification  for  an  equilibrium  between  debts  owing  to,  and 
due  from,  Sweden. 

The  state  of  things  now  described  is  of  importance  not  only  to 
the  Gold  Standard  but  also  in  the  case  of  paper  money,  for  the  rea- 
son that  the  rate  of  exchange  can  also  remain  fixed  under  the  last- 
named  system.  But  under  paper  money  there  are  several  alternatives 
with  regard  to  alterations  in  the  rates  of  exchange,  and  relative 
amounts  of  cii'culation  or  price  levels.  Either  of  these  may  be  left 
fixed  if  the  necessary  change  is  made  in  the  other,  or  both  might  be 
changed  enoun’h  to  meet  the  new  situation.  But  the  relation  between 
the  rate  of  exchange  and  relatiye  amounts  of  circulation  or  price 
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levels  is  indepeiuleiit  of  monetary  systems,  and  will  be  decided  in  the 
way  which  has  just  been  described. 

As  will  easily  be  understood,  the  explanation  now  given  is, 
broadly,  the  same  as  that  of  the  results  of  an  unsymmetrical  cost  of 
carriage  of  imports  and  exports.  In  this  case  an  excess  will  also  arise 
in  the  balance  of  indebtedness,  so  long  as  the  rate  of  exchange  repre- 
sents the  relation  of  price  levels ; and,  consequently,  in  this  case  a 
change  will  also  be  necessary,  either  in  the  rate  of  exchange  or  in  the 
relative  price  levels. 

One  very  important  point  has  still  been  left  out  of  consideration, 
however.  For  it  is  not  necessary,  as  the  foregoing  might  perhaps 
make  us  believe,  that  all  mature  debts  which  are  created  from  trans- 
actions between  countries  will  also  lead  to  a corresponding  supply 
and  demand  of  l)ills,  i.e.,  create  compensating  transactions  to  the 
same  value.  What  has  been  left  aside  is,  in  other  words,  the  influence 
of  foreign  credits,  a factor  of  enormous  importance,  not  only  to  the 
economic  life  of  countries  in  general,  but  also  to  the  rate  of  ex- 
change in  })articular. 

Su])})osing  an  excess  of  debts  due  to  or  by  a country,  i.e.,  a w'ant 
of  equilibrium  between  supply  and  demand  at  the  old  rate  of  ex- 
change, the  possibility  of  credits  will  create  a third  method  of  han- 
dling the  situation.  This  consists  in  the  excess  amount  being  credited 
to  the  debtor  country,  bills  upon  it  not  having  been  brought  to  the 
market  by  the  creditor  country.  Equilibrium  is,  thereby,  instantly 
restored  to  the  exchange  market,  without  any  alterations,  cither  in 
the  rates  of  exchange  or  in  relative  price  levels.  The  debtor  country, 
in  this  case,  will  then  have  no  need  for  either  a decrease  in  the  for- 
eign valuation  of  its  currency  or  a lowering  of  its  internal  price  level ; 
and,  correspondingly,  the  creditor  country  is  able  to  maintain  ex- 
changes and  price  levels  unaltered.  Clearly,  this  will  mean  that  cred- 
its to  foreign  countries  either  lead  to  a lower  foreign  valuation  of 
the  currency  or  a lowering  of  the  internal  price  level,  as  compared 
with  what  would  have  been  the  case  if  no  credits  had  been  £riven ; 
and,  inversely,  foreign  credits  to  a country  will  raise  either  the  for- 
eign valuation  of  its  currency  or  its  internal  ])rice  level. 

In  the  case  now'  discussed,  an  excess  of  debts  owing  to  a country  is 
regarded  as  the  initial  ])osition;  it  is  prevented  from  influencing  ex- 
changes or  ])rice  levels  through  the  giving  of  credits  which  wipes  out 
the  excess  or,  itiore  properly  speaking,  changes  the  excess  of  debts 
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which  are  mature  into  those  that  are  not.  In  this  case,  the  credits 
given  are  a one-sided  transaction,  as  viewed  from  the  moment  when 
the  excess  of  debts  does  already  exist;  for  the  creditor  country  is 
tlien  alone  in  making  a new  move.  A fundamentally  different  situa- 
tion is  created  if  a country  is  giving  new  credits  in  a moment  of 
equilibrium.  For  in  this  case  a two-sided  transaction  is  taking  place. 
On  the  one  side,  the  country  giving  credits  creates  new  debts  for  it- 
self ; for,  through  the  credits  given,  the  debtor  country  is  being  put 
into  a position  which  allows  it  to  draw  upon  the  creditor  country. 
But,  on  the  other  hand,  the  creditor  country  is  delivering  new  goods 
or  services  to  the  debtor  country ; and  in  the  end  the  value  of  this 
will  exactly  equalize  the  amount  of  the  credits  or  new  debts  owing  by 
the  creditor  country.  How  this  is  effected  is  a complicated  question 
which  would  take  us  too  far  afield.  It  is  enough  to  say  in  this  place, 
it  follows  from  what  has  just  been  demonstrated,  that  there  is  no  ab- 
solute necessity  that  such  credits  should  influence  exchanges  and 
price  levels  at  all,  though  their  influence  upon  the  demand  for  goods 
from  different  countries  will  make  such  an  influence  probable.  From 
the  point  of  view  of  our  subject,  it  is  the  first  case,  that  of  credits 
wiping  out  an  excess  of  debts  due  to  a country,  which  is  of  impor- 
tance. 

Clearly,  however,  the  giving  of  credits  has  its  ovm  causes ; and 
though  these  will  be  treated  more  fully  in  connection  with  the  period 
when  credits  became  more  extensive,  there  is  one  of  them  which  must 
now  he  pointed  out  in  this  connection.  It  refers  to  the  influence  of 
tlie  ])osition  of  the  rate  of  exchange  itself.  If  the  valuation  of  the 
currency  of  another  country  is  abnormally  low,  in  the  estimation  of 
3'our  own  country,  e.g.,  Sweden,  that  is,  if  the  depression  in  this 
valuation  is  considered  as  temporary,  this  will  make  Swedish  credi- 
tors likely  to  extend  the  debts  or  bills  due  them  from  the  other  coun- 
try, which  is  equivalent  to  giving  a credit ; and  an  equilibrium  may 
then  take  place  on  that  point.  If,  on  the  other  hand,  the  opinion  in, 
say,  Sweden  is  of  the  opposite  nature,  the  rate  of  exchange  upon  the 
other  country  must  he  more  at  a discount,  so  that  an  increase  in  ex- 
])orts  from  it  or  a decrease  in  imports  to  it  can  be  created,  to  an  ex- 
tent which  balances  demand  and  sup])ly  of  bills  or  mature  debts 
due  to  and  by  the  countr^^  If  such  a develo})inent  for  some  reason 
is  impossible — the  enormous  impediments  to  the  movement  of  goods 
during  the  War  is  an  instance  of  this — an  enormous  discount  in  the 
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rate  of  exdiange  may  be  necessary  to  make  the  Swedish  owners  of 
foreign  hills  willing  to  keep  them,  in  the  hope  of  a future  rise  in 
their  value.  A balance  of  supply  and  demand  of  bills,  debts  owing  to 
and  due  from  the  country,  is,  at  all  events,  indispensable  and  must 
take  place  at  every  moment,  as  surely  as  all  debts  must  either  be 
paid  or  not  paid ; and  the  second  alternative  is  equivalent  to  a credit, 
whether  willingly  or  unwillingly  given.  Rut  it  is  quite  clear  that  the 
conditions  of  such  a credit  are  subject  to  change  within  the  widest 
limits,  and  can,  consequently,  not  be  defined  by  any  rules  of  univer- 
sal applicability ; it  is  quite  as  possible  that  credits  may  come  in  and 
2)revent  the  most  insignificant  oscillations  in  the  rates  of  exchange, 
as  that  enormous  changes  in  the  rate  must  take  place  before  it  will 
rise. 

A summary  of  the  fundamental  ideas  of  this  theoretical  exposi- 
tion may  now  be  given,  divided,  for  the  sake  of  convenience  into  a 
series  of  theses. 

A.  In  the  total  absence  of  cost  in  transmitting  goods  and  services, 
not  only  the  general  level  of  prices,  but  also  the  prices  for  each  par- 
ticular commodit}",  will  be  the  same  in  both  countries,  when  all  j)rices 
are  computed  on  the  basis  of  the  exchanges.  But,  even  in  this  case,  an 
increased  demand  for  the  export  goods  of  a country,  as  compared 
with  its  import  goods,  will  influence  the  monetary  system  of  the 
country,  in  the  direction  of  increasing  the  amount  of  its  circulating 
medium.  The  i-eason  is,  (a)  from  the  point  of  view  of  general  eco- 
nomic life  that  the  national  income  has  increased;  and  (b)  from  the 
point  of  view  of  the  machinery  of  the  exchanges,  that  exports  would 
otherwise  become  incessantly  greater  than  imports  and  an  equi- 
librium consequently  become  impossible. 

B.  If  the  exchange  of  goods  between  countries  cannot  take  place 
without  cost,  two  new  results  will  emerge. 

(1)  One  of  them  is,  that  all  goods  will  become  much  cheaper  in  the 
exporting  country  than  in  the  importing  one,  proportionately  to  the 
cost  of  transmitting  the  goods.  First,  the  identity  of  price  for  the 
individual  commodities,  in  one  country  as  compared  with  the  other, 
will  consequently  disappear  all  along  the  line.  But,  second,  the  gen- 
eral price  levels,  compared,  as  before,  on  the  basis  of  the  exchanges, 
will  not  be  the  same  in  both  countries,  excej)t  under  the  supposition 
that  the  cost  of  transmission  is  absolutely  symmetrical,  i.e.,  influ- 
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ences  import  and  exj)ort  prices  in  the  same  way.  In  all  other  cases, 
the  relation  will  be  another  one,  namely,  a higher  level  of  prices  in  a 
country  the  import  goods  of  which  have  to  pay  a higher  cost  of  car- 
riage than  the  export  goods,  and  vice  versa.  Otherwise,  the  interna- 
tional exchange  of  goods  will  (a)  not  be  in  equilibrium;  or,  (b)  as 
might  also  be  said,  foreign  bills  will  otherwise  be  too  highly  valued 
in  the  country  having  higher  cost  of  carriage  for  imports  than  for 
ex})orts,  as  so  much  is  lost  from  the  value  of  its  import  goods  before 
that  value  reaches  the  country;  consequently  less  will  be  gained  by 
holding  a claim  for  foreign  goods. 

(^)  The  second  consequence  of  the  existence  of  cost  in  foreign 
trade  is  the  fact  that  not  all  goods  are  exchanged.  Consequently,  in 
any  country  many  j)rices  are  not  fixed  internationally,  but  only 
limited  between  boundaries  created  by  the  cost  of  transmission.  A 
rise  of  prices  for  the  ex])ort  goods  of  a countiy,  created  by  an  in- 
crease in  foreign  demand,  will  (a)  then  react  upon  the  prices  of  the 
agents  of  production,  and  through  them  upon  such  domestic  goods 
as  are  not  exchanged  international!}" ; which  means  that  the  price 
level  of  the  country  will  rise  as  compared  with  that  of  foreign  coun- 
tries, always  conq)uted  on  the  basis  of  the  exchanges.  The  same  re- 
sult will  (h)  follow  if  the  equilibrium  of  the  exchange  of  goods  is 
made  the  starting  point  of  the  reasoning;  for  without  such  a rise  in 
])i’ices  in  the  countrv  in  question — the  export  goods  of  which  have 
met  with  an  increased  foreign  demand — the  value  of  its  ex})orts  will 
always  exceed  that  of  its  imports. 

C.  This  situation  is  fundamentally  the  same,  whether  the  Gold 
Standard  or  j)a])er  money  ])revails.  The  only  difference  is  as  fol- 
lows. Under  the  Gold  Standard,  the  foreign  exchanges  are  practi- 
cally immovable,  and  equilil)rium  must  consequently  be  created 
through  changes  in  the  relative  ])rice  levels ; under  paj)er  money,  on 
the  other  hand,  the  exchanges  are  as  moveable  as  the  price  levels,  and 
ecpiilihrium  may  consequently  he  brought  about  by  changes  in  either, 
or  in  both. 

1).  (1)  International  credits,  wiping  out  an  excess  of  debts  due  to 
a country,  mean  that  such  a country  will  receive  less  goods  in  ex- 
change for  its  own;  such  credits  will  consequently  be  able  to  neutral- 
ize, in  })art  or  altogether,  the  effects  upon  foreign  exchanges  and 
])rice  levels  which  would  otherwise  result  from  an  increased  foreign 
demand  for  the  export  goods  of  the  country.  (2)  This  conclusion  is 
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altered,  however,  in  so  far  as  the  willingness  to  give  credits  is  in  its 
turn  influenced  by  the  situation  of  the  exchanges  or  the  currency ; for 
willingness  to  give  credits  may  he  effected  through  the  fact  that  for- 
eign currencies  are  at  a discount,  if  this  is  regarded  as  an  abnormal 
or  a ternporai-y  situation. 

E.  The  idea  that  the  point  of  equilibrium  for  the  foreign  exchanges 
is  to  he  found  at  the  quotient  between  the  price  levels  of  the  different 
countries  is  consequently  untenable  in  almost  every  case  pertaining 
to  actual  life,  as  is  perhaps  best  illustrated  by  the  differences  in  price 
levels  existing  between  different  parts  of  the  same  country,  with  a 
common  monetary  system  and  exchanges  always  at  ]>ar.  The  statisti- 
cal evidence  adduced  for  the  thesis  will,  in  the  best  of  cases,  }>rove  no 
more  than  the  fact  that  the  relations  between  exchanges  and  price 
levels  have  remained  the  same  as  they  were  at  the  starting  ])oint ; it 
is  by  no  means  able  to  prove  that  the  situation  at  that  point  was  ruled 
by  the  proportion  between  the  price  levels. 

Price  Levels  and  Rates  of  Exchange : the  Application. 

If  the  results  of  this  rather  lengthy  theoretical  digression  he 
now  a])plied  to  the  subject  at  hand,  it  will  directly  follow  that  the 
higher  foreign  valuation  of  the  Swedish  monetary  unit,  conqjared 
to  relative  price  levels,  must  be  expected  to  have  its  cause  in  two 
different  factors;  one  of  them,  the  higher  costs  or  greater  difficulties 
for  inq)orts  than  for  exports ; and  the  second  one,  an  increase  in  the 
relative  demand  for  Swedish  export  goods,  as  compared  with  the 
Swedish  demand  for  foreign  goods.  Demand  in  this  case  must  mean 
effective  demand,  Avhich  takes  place  under  the  conditions  at  which 
the  goods  can  be  bought.  On  the  other  hand,  Swedish  credits  to  other 
countries  will  Aveaken  this  influence,  because  there  Avill  not  be  the 
need  for  so  great  a fall  in  the  valuation  of  foreign  currencies,  or  so 
great  a rise  in  the  SAvedish  price  level,  as  Avould  othenvise  he  neces- 
sary in  order  to  create  an  equilibrium  in  the  exchange  market. 

Even  if  this  he  a true  explanation,  it  must  be  admitted  from  the 
outset,  however,  that  statistical  verification  of  the  results  meets  Avith 
unexpected  difficulties. 

W'ith  regard  to  the  factor  Avhich  consists  in  the  greater  increase 
of  cost  of  inq)orts,  as  compared  Avith  that  of  exports,  the  difficulty  is 
only  a statistical  one,  it  is  true,  so  far  as  it  relates  only  to  cost  of 
carriage  in  a restricted  sense;  hut,  on  the  other  hand,  the  scantiness 
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of  materials  creates  obstacles  ujoon  this  point.  Under  this  head  we 
must  also  add  that  the  obstacles  to  imports  are  partly,  and  perhaps 
even  principally,  of  a nature  that  cannot  he  measured,  because  it 
consists  of  an  embargo  which  jjrevented  the  imports  of  foreign  goods 
into  Sweden.  So  far  as  the  Swedish  embargo  upon  exports  was 
milder  than  that  of  the  belligerents  in  the  opposite  direction,  this 
constituted  a one-sided  cost  of  carriage,  and  the  difference  was  very 
great,  though  not  measurable  in  figures. 

With  regard  next  to  changes  in  the  foreign  demand  for  Swedish 
goods,  the  gauge  nearest  to  hand  would  seem  to  be  the  tendency  of 
the  })rices  of  Swedish  export  goods  to  rise  relative  to  the  general 
})rice  level,  because  a greater  rise  for  Swedish  exports  would  seem 
to  mean  an  increased  foreign  demand  for  them.  As  will  easily  be 
understood,  this  does  not  mean  that  the  rise  in  prices,  in  itself,  would 
increase  the  foreign  valuation  of  the  currency,  but  only  that  the  in- 
creased foreign  demand,  at  the  same  time,  would  create  higher  do- 
mestic prices  for  export  goods  and  a premium  on  bills  upon  the 
exporting  country.  It  would,  however,  in  this  case,  become  necessary 
to  verify  tins  increased  foreign  demand  in  another  way,  e.g., 
through  market  reports;  for,  if  the  rising  prices  for  our  export 
goods  were  the  result  of,  say,  increased  cost  of  production  and  a 
corresponding  fall  in  foreign  demand,  the  rate  of  exchange  upon 
Sweden  would  not  be  more  favorable  to  this  country  than  before, 
as  compared  to  relative  price  levels. 

On  the  other  hand,  it  is,  consecjuentl^y  also  possible  that  a fall  in 
the  prices  of  export  goods,  at  an  unchanged  foreign  demand,  might 
ex]dai!i  a more  favorable  rate  of  exchange  upon  Sweden,  relative  to 
price  levels.  For  this  would  mean  that  other  countries  would  be  able 
to  acquire  our  ex])ort  goods  on  more  favorable  terms  than  before,  and 
it  miirht,  therefore,  be  able  to  increase  the  total  demand  for  Swedish 
goods  and  the  total  amount  of  bills  upon  Sweden  which  were  re- 
(juired,  and  might,  consequently,  influence  exchanges  in  that  direc- 
tion. During  war-time  an  absolute  fall  in  prices  was  out  of  the  ques- 
tion, it  is  true;  but  even  a smaller  rise  in  the  prices  of  export 
(roods  tlian  in  tliose  of  other  goods  would  mean  the  same  thing,  and 
miglit,  conse(|uently,  be  the  reason  for  a higher  foreign  valuation  of 
Swedisli  currency  than  before,  relatively  to  price  levels.  That,  con- 
se(piently,  relative  rise  and  fall  in  ])rices  could  both  alike  create  the 
same  result  with  regard  to  the  exchanges,  rests  upon  the  fact  that 
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the  rise  in  prices  which  has  been  assumed  would  have  been  a conse- 
quence of  an  increased  foreign  demand,  and  not  of  less  favorable 
Swedish  conditions  of  production ; while  the  fall  in  prices  would  not 
have  been  the  result  of  a decrease  in  foreign  demand,  but  of  a change 
in  Svvedish  conditions  of  production  instead.  If  the  fall  in  prices  had 
depended  upon  a decrease  in  foreign  demand,  the  result  would  have 
been  more  unfavorable,  instead  of  more  favorable,  exchanges  upon 
Sweden.  In  this  case,  as  in  the  first,  the  character  of  foreign  demand 
must,  therefore,  be  considered. 

In  so  far  as,  lastly,  there  had  been  a difficulty  or  an  unwillingness 
on  the  j)art  of  foreign  countries  to  pay  for  Swedish  goods  by  foreign 
goods,  a greater  or  lesser  depression  of  the  exchanges  upon  foreign 
countries  would  have  been  necessary  in  Sweden,  in  order  to  pre- 
vail upon  Swedish  exporters  or  their  bankers  to  give  credits.  An 
excess  of  exports  on  the  part  of  Sweden  would,  therefore,  so  far,  be 
the  reason  for  a high  foreign  valuation  of  the  Swedish  currency,  if 
such  a valuation  had  been  necessary  in  order  to  call  forth  a continua- 
tion of  an  excess  of  Swedish  ex})orts  or  Swedish  credits  to  the  bellig- 
erents. Undoubtedly,  the  importance  of  this  factor  was,  at  the  be- 
ginning, particularly  great  with  regard  to  Germany,  the  exchanges 
u})on  which  country  had  already  been  going  against  it  in  the  autumn 
of  1914,  as  has  already  been  mentioned. 

As  to  actual  facts  for  the  period  before  the  second  quarter  of 
1915,  they  were  as  follows,  so  far  as  it  has  been  possible  to  discover 
them ; 

Cost  of  carriage  from  the  beginning  is  characterized  by  a greater 
increase  in  inward  freights  for  coal  than  in  outward  freights  for 
lumber  (Diagram  X).  During  the  two  last  years  of  the  War  this 
disproportion  becomes  almost  fantastic;  but  already  available  fig- 
ures for  1915  show  an  index  number  for  coal  freights  of  324  as 
against  239  for  lumber,  1912-1913  equalling  100.  ^Moreover,  the 
figures  for  1914  had  already  been  influenced  by  this  change,  so  that 
the  tendency  of  this  factor  to  raise  the  Swedish  }>rice  level,  as  com- 
j)ared  with  the  foreign  valuation  of  the  currency,  becomes  distinctly 
j)robable. 

\Vith  regard  next  to  the  development  in  prices  for  such  export 
goods  as  can  be  followed  for  the  first  three  years  of  the  War,  the 
result  is  a situation  which  is  reversed  later  on,  i.e.,  a price  level  con- 
siderably beneath  the  general  Swedish  price  level  (Diagram  VU). 
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Unfortunately,  statistics  for  lumber  are  completely  lacking  for  this 
period ; but  for  three  important  groups  the  following  index  numbers 
may  be  given : 


3d  Qr. 

1914 

4th  Qr. 

1915 
1st  Qr. 

Swedisli  wliolesale  j)rice  index 

Ill 

120 

135 

British  wholesale  price  index 

106 

108 

120 

Export  ))ig  iron  (in  Swedish  currency) 

101 

101 

111 

Mechanical  pulp  of  highest  quality  (in 
Swedish  currency) 

111 

111 

115 

Chemical  juilp  (strong  sulphite)  (in  Swed- 
ish currency) 

112 

101 

101 

As  these  figures  will  show,  the  difference  between  the  three  export 
commodities  here  given  and,  on  the  other  hand,  the  Swedish  price 
level,  is  so  considerable  that  the  increase  in  the  prices  of  the  former 
goods  rather  falls  behind  that  of  the  far  lower  British  wholesale 
])rices,  on  the  basis  of  the  Sauerbeck  index  numbers.  There  is  nothing 
im})robable  in  the  su})})osition  that  these  favorable  prices  have  in- 
creased demand  and,  consequently,  the  demand  for  bills  upon  Sweden. 

But,  as  has  been  said,  this  explanation  holds  good  only  on  condi- 
tion that  the  comparatively  low  prices  for  Swedish  export  goods 
have  not  been  caused  by  a decrease  in  foreign  demand.  Broadly 
S})eaking,  this  condition  must  be  said  to  have  been  fulfilled,  though  it 
is  difficult  to  distinguish  in  market  reports  between  the  circum- 
stances connected  with  simply  nominal  rises  in  price  and  quantita- 
tively unchanged  or  increased  demand;  some  influence  from  the  war 
boom  made  itself  felt  even  during  this  period.  Some  comparatively 
uncfjuivocal  statements  from  the  trade  journal  Affarsvdrhlen  are 
given  below. 

August  *26,  Ibl-f : Great  demand  for  sulphite  in  England;  consider- 
able (juantities  sold.  Need  for  mechanical  pulp  general. 

Sc])tcmber  2:  Demand  for  pulp  for  news-print  in  England  greater 
than  su})])ly  [a  characteristic  ex[)ression] . Irnrgc  deliveries  of  mechani- 
cal j)ulp  very  welcome,  t'erv  lively  demand  for  sulphite. 

Sej)tcmber  9:  Shi])pings  of  mechanical  pul])  from  the  Baltic  in  full 
swing;  very  little  unsold.  Every  ton  of  pulp  and  paper  sure  of  purchas- 
ers at  considerably  increased  prices. 

October  ‘21  : Sweden  very  busy  with  lumber  deliveries.  Great  decrease 
of  mechanical  ]>ulp  on  account  of  drought  in  the  North;  no  stocks  of 
chemical  jndp. 
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October  28 : Set-back  in  the  delivery  of  lumber  on  account  of  German 
seizures  of  lumber  vessels.  Mechanical  pulp:  impiiries  from  France, 
whence  there  had  hitherto  been  none. 

During  the  following  month  exports  of  jiulp  were  mainly  non- 
existent— thouffh  at  the  same  time  it  was  observed  that  stocks  of 

o 

mechanical  pulp  were  smaller  than  in  the  previous  year.  Rut  empha- 
sis was  laid  on  the  great  sales  of  lumber  since  the  (ierman  contra- 
band measures  had  been  revoked.  Stocks  in  Overbottcn,  the  most 
northerly  district,  were  nearly  exhausted  on  November  25,  Decem- 
ber 16,  etc. 

On  the  other  hand,  many  otherwise  important  export  commodi- 
ties were  lacking.  Iron  ore  was  subject  to  a distinctly  diminished 
demand,  and  for  lumber  the  German  contraband  policy  sometimes 
created  difliculties  which  resulted  in  its  becoming  impossible  to  meet 
the  great  English  demand  in  the  Raltic.  Even  upon  considering 
these  facts  it  is  hardly  doubtful  that  effective  foreign  demand  for 
our  ex[)ort  goods  had,  at  least,  not  diminished  but  had  probably 
increased.  It  is,  then,  only  natural  that  the  low  prices  for  Swedish 
export  goods  should  create  a correspondingh'  increased  demand  and 
a high  foreign  valuation  of  Swedish  currency. 

The  demand  for  import  goods  is  considerably  more  difficult  to  esti- 
mate, esj)ecially  as  the  needs  of  Sweden  had  small  influence  upon 
]>rices.  Rut  the  small  amount  of  imports,  as  compared  with  ex])orts, 
aj)pears  to  mean,  in  part,  that  the  Swedish  demand  for  foreign 
goods  had  not  increased  to  the  same  extent  as  the  foreign  demand 
for  Swedish,  and  partly — at  this  time  probably  in  large  j)art — that 
the  Swedish  demand  was  unable  to  make  its  influence  felt,  because 
the  goods  were  absorbed  by  the  belligerents. 

more  direct  and,  therefore,  more  hopeful  way  for  ascertaining 
this  might  a])pear  to  be  a comparison  of  changes  in  the  relative 
prices  of  ini])ort  and  export  goods,  as  this  would  seem  to  express  the 
relative  changes  in  the  demand  for  the  two  groups.  Rut  this  is  made 
extremely  difficult,  for  an  exclusively  statistical  reason,  by  the  rise 
in  freight  rates;  this  must  be  kept  altogether  distinct  from  the  real 
influence  caused  by  a change  in  the  relations  between  inward  and 
outward  freights.  Eor  as  both  import  and  export  prices  as  given 
in  the  statistics  of  foreign  trade  refer  to  the  value  in  Swedish  ports, 
this  rise  in  freight  rates  will,  in  itself,  cause  a change  in  the  figures 
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of  statistics  in  tlie  direction  of  an  increase  in  import  prices  and  a 
fall  in  export  prices.  As  the  rise  in  freights  during  the  War  was 
greater  for  import  than  for  export  goods,  the  rise  in  the  former  will, 
on  this  account,  be  greater  than  the  fall  in  the  latter,  it  is  true ; but  a 
change  in  their  relation,  which  is  independent  of  changes  in  demand 
and  cost  of  production,  will  none  the  less  have  taken  place  in  the 
statistical  figures.®  Only  if  the  statistical  prices  of  import  goods 
have  risen  little  more,  or  even  less,  than  export  prices,  may  the  fig- 
ures be  considered  as  proving  a really  smaller  increase  in  tbe  de- 
mand for  import  than  for  export  goods.  For  1915  there  is  little  to 
be  learned  in  this  way ; for  import  prices  rose  by  23.8  per  cent  and 
ex])ort  ])rices  by  17.4*  per  cent.  For  the  years  that  followed  the 
method  will  become  far  more  applicable,  as  will  appear  later  on. 

Coming  at  last  to  the  relation  between  the  total  values  of  imports 
and  exports,  there  can  be  no  doubt  as  to  an  excess  of  exports,  and, 
consequently,  an  export  of  capital  from  the  begining  of  the  War. 
Figures  for  values  are  lacking  in  the  monthly  trade  statistics  of 
Sweden,  it  is  true;  and  they  cannot  now  be  reconstructed.  Rut  the 
annual  figures  point  to  a rather  indisputable  result.  After  having 
shown  a constant  excess  of  imports  before  the  War — in  1913  it  was 
kr.  29,200,000 — the  balance  of  trade  turned  even  in  1914,  and 
showed  an  excess  of  exports — one  of  kr.  45,400,000 — which  after- 
ward rose  by  leaps  and  bounds.  When  it  is  remembered  that  these 
figures  include  the  high  import  freights,  while  export  fi’eights  by 
sea  are  altogether  excluded,  the  excess  of  exports  with  regard  to  the 
value  of  the  goods  themselves  is  be^’ond  doubt,  from  the  very  begin- 
ning of  the  War.  With  regard  to  the  ])art  ])layed  by  the  different 
countries,  again  only  annual  figures  are  available,  but  they  indicate 
the  situation  from  the  beginning  of  the  War.  During  1914,  as  a 
whole,  the  changes  as  compared  with  the  year  before  were  about  the 
same  for  Rritain  as  for  Germany  it  is  true.  They  were,  res])ectively, 
kr.  43,500,000  and  kr.  47,100,000  for  increase  of  ex{)orts  as  against 
imports.  But  the  figures  for  1915  show  an  enormous  difference  be- 
tween those  for  the  two  centuries.  As  against  1914  the  rise  of  exports 
over  that  of  imports  had  increased  in  the  case  of  Germany  by  kr. 
299,()00,000,  compared  with  only  kr.  41,500,000  for  Britain.  And  it 

® 'I'iie  influence  of  this  inequality  of  inward  and  outward  freights  upon 
))riees  in  the  world’s  markets  is  here  left  out  of  account. 
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is  natural  to  feel  there  was  such  a tendency  from  the  outbreak  of  the 
Ward®  d 'die  large  credits  here  shown  to  have  been  granted  by  Sweden 
may  have  been  caused,  to  a certain  extent,  by  a low  state  of  foreign 
(German)  exchange  in  Sweden;  and,  so  far,  this  is  another  exjilana- 
tion  of  the  development  which  was  taking  place. 

Though  the  situation  during  the  first  period  of  the  War  is,  con- 
sequently, far  from  clear,  we  have  shown  that  there  was  nothing 
paradoxical  in  the  development  of  Swedish  monetary  conditions 
during  that  time. 

The  difference  between  the  development  of  inward  and  outward  freights, 
noticed  before,  undoubtedly  increased  import  figures  for  Britain  much  more 
than  for  Germany,  but  certainly  not  enough  to  exjilain  even  the  greater  part 
of  .such  differences  as  those  just  given.  The  relations  between  Britain  and 
Germany,  in  regard  to  Swedisli  foreign  trade,  were  altogether  reversed  in 
the  latter  years  of  the  War,  so  that  in  1918,  e.g.,  trade  with  Germany  gave 
an  increase,  in  excess  imports,  of  kr.  41,600,000,  as  against  an  increase,  in 
excess  exports,  of  kr.  73,100,000,  in  the  trade  with  Britain,  both  being  com- 
pared with  1913. 


CHAPTER  III 


THE  RETURN  TO  THE  GOLD  STANDARD 
(IMarch,  1915,  to  January,  1916.) 

The  Increase  in  Foreign  V aluation. 

In  tlie  l)cginning  of  March,  1915,  the  discount  on  Swedish  currenc}’, 
as  against  gold  and  good  foreign  currencies  (dollars,  florins,  ster- 
ling and  French  francs),  had  gone  farthest;  and  now  the  current 
set  in  in  the  opposite  direction.  The  genuine  maximum  for  sterling 
— 19.65 — did  not  come  after  the  beginning  of  the  month;  and  from 
IMarch  10  to  March  18  the  nominal  quotations  of  the  Riksbank  were 
also  lowered  for  all  the  currencies  just  mentioned.  The  last  impulse 
was  given  by  the  recall  of  the  German  contraband  rule  against  lum- 
ber; and  at  the  end  of  the  month  the  great  reversal  followed,  as 
usual  much  more  strongly  than  was  shown  in  the  official  and  nominal 
quotations.  Thereafter,  this  new  movement  went  on,  broadly,  up  to 
the  beginning  of  November,  1917,  that  is,  for  no  less  than  two  vears 
and  a half,  with  only  some  rather  short  la])ses,  as  will  he  shown  in 
the  following  narrative.  In  the  second  part  of  May,  1915,  parity 
had  already  been  regained  as  to  French  francs;  at  the  beginning  of 
June,  Swedish  currency  stood  at  par  as  against  steiding,  though 
there  was  a lapse  for  a month  and  a half  in  July  and  August.  And, 
about  the  middle  of  November,  the  situation  became  the  same  for 
dollar  exchange,  so  that  at  the  turn  of  the  year  1915-1916  only 
florins  i-emained  at  a ])remium,  that  currency  losing  its  })osition  for 
good  in  IMarch,  1916.  Consequently,  there  could,  after  this,  be  no 
further  talk  of  a depreciation  of  the  Swedish  monetary  unit  as 
against  gold. 

Rut  there  was  more  than  this.  No  foreign  currency  remained  at 
par.  All  continued  their  downward  ])ath,  i.e.,  Swedish  currenc}’ 
a ppreciated  as  against  foreign  currencies,  and  acquired  the  position 
of  a currency  which  stood  highest,  as  conq)ared  with  paritv,  among 
those  which  were  quoted  in  Stockholm.  At  the  turn  of  the  year  of 
1915-1916,  the  krona  stood,  on  the  basis  of  the  official  quotations  of 
the  Riksbank,  at  a ])remium  of  8.6  per  cent  as  against  dollars,  and 
at  6.1  por  cent  and  16.6  as  against  sterling  and  French  francs,  re- 
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spcctively.  If  the  lliksbank  had  not  allowed  its  foreign  assets  to 
increase  almost  without  interruption,  from  about  kr.  70, 000, ()()()  in 
the  middle  of  February,  1915,  to  kr.  178,000,000  at  the  end  of  the 
year,  this  tendency  to  a fall  in  the  value  of  foreign  exchanges  woidd 
probably  have  been  even  greater. 

The  lliksbank  accepted  the  consequences  of  the  new  situation,  in 
so  far  as  again  making  notes  convertible  after  the  beginning  of 
1910.  The  safeguard  against  a new  fall  as  against  gold  was  the 
weaker,  however,  because  the  exporting  of  gold  was  still  ])rohihited, 
and  no  relation  between  Swedish  currency  and  the  international 
value  of  gold  was,  therefore,  established.  Nominally  the  Gold  Stand- 
ard was  reestablished,  however,  as  the  currency  had  only  been  free 
downward  and  not  u])ward;  it  was  only  the  convertibility  of  notes 
into  gold,  and  not  that  of  gold  into  notes,  that  had  been  prohibited. 
It  might,  therefore,  be  expected  that  the  Swedish  monetary  unit 
could  not  have  risen  above  par  as  against  gold. 

Such  being  the  case,  the  first  question  arises,  how  was  it  possible 
to  do  what  had,  as  a matter  of  fact,  been  done,  i.e.,  keep  Swedish 
currency  at  a premium  against  currencies  which  were  convertible 
into  gold,  as  such  a condition,  according  to  the  ordinary  theory  of 
the  Gold  Standard,  would  have  resulted  in  an  influx  of  gold,  which 
woidd  have  continued  until  the  premium  had  disappeured. 

d'he  explanation  consists,  first,  in  this,  that  a real,  hona  fide  Gold 
Standard  hardly  existed  anywhere.  Any  conqilete  certainty  of  an 
influx  of  gold  was,  therefore,  almost  out  of  the  question,  though 
Swedish  currency  might  appreciate  as  much  as  it  liked.  So  far  the 
maintenance  of  the  appreciation  is  hardly  in  need  of  explanation. 
'I'lie  situation  was  not  quite  as  simple  as  that,  however.  For,  on  the 
other  hand,  the  Gold  Standard  was,  after  all,  so  much  in  force  in 
several  countries  that  exports  of  gold  to  Sweden  were  at  least  near 
at  hand.  And  not  even  in  countries  which  had  completely  given  up 
the  convertibility  of  their  notes  could  it  be  concealed  from  govern- 

» O 

ments  indefinitely,  that  gold  at  the  existing  rates  of  exchange  was 
the  chea])est  form  of  payment  for  goods,  which  they  could  not  pos- 
sibly  go  without  and  which  could  not  be  had  on  credit  in  unlimited 
amounts.  It  took  time  for  the  belligerents  to  overcome  their  super- 
stition with  regard  to  the  gold  safely  locked  U|)  in  the  vaults  of  the 
banks  as  a financial  and  political  tower  of  strength ; but  the  claims 
of  reality  made  themselves  heard  at  last,  and  at  that  moment  the 
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exports  of  gold  to  Sweden  had  to  begin.  Sweden,  on  her  part,  was 
bound  by  lier  laws  regulating  currency  and  the  Rank,  to  accept  gold 
at  j)ar,  and  could,  therefore,  not  avoid  receiving  what  might  he  sent 
to  her  by  other  countries. 

This  situation  became  of  importance  after  the  latter  part  of  1915. 
According  to  the  Rank  returns,  the  gold  reserve  had  increased  dur- 
ing the  last  three  weeks  of  the  year  by  kr.  11,300,000.  In  the  begin- 
ning of  the  following  year  a stronger  movement  took  place,  so  that 
the  first  return  for  February,  1916,  showed  an  increase  by  kr. 
47,000,000  from  December  1,  1915,  an  increase  of  about  41 V2 
cent,  that  is,  relatively,  a very  considerable  one.  Connected  with  the 
heavy  inflow  of  gold  in  January,  1916,  there  was,  undoubtedly,  a 
considerable  decline  in  the  premium  upon  the  Swedish  currency  at 
that  time;  sterling  moved  from  17.00  to  17.45,  dollars  from  3.585 
to  3.66,  French  francs  from  61.25  to  62.80.  The  gold  obsession  of 
the  belligerents  having  been  somewhat  undermined,  the  Gold  Stand- 
ard, consequently,  made  its  normal  influence  felt  in  the  matter  of 
Swedish  currency. 


The  Causes  of  the  Reversal. 

The  question  next  arises,  to  what  causes  was  the  alteration  in 
exchange  rates  due.^  The  answer  is  first  of  all  this,  that  the  change 
did  not  go  with  any  reversal  in  the  development  of  internal  mone- 
taiy  conditions.  The  value  of  money  continued  to  fall,  though  it 
must  be  added  that  the  fall  was  a little  slower  during  the  rest  of 
1915;  while  the  last  quarter  of  1914  and  the  first  of  1915  showed, 
in  each  case,  an  increase  over  the  preceding  quarter  of  8.1  per  cent 
and  12.5  per  cent,  resj)ectively.  The  increases  during  the  three  re- 
maining quarters  of  1915  were,  respectively,  5.9,  2.8,  and  5.4  per 
cent,  when  conq)uted  in  the  same  way.  Rut  this  is  equally  useless  as  an 
ex})lanation  of  the  change  in  the  foreign  valuation  of  the  currency, 
for  the  Rritish  price  level  moved  in  the  same  direction.  During  the 
whole  of  1915  the  ratio  between  the  increase  of  prices  in  Sweden  and 
Rritain  remained  almost  the  same,  or  even  moved  a little  to  the  dis- 
advantage of  Sweden.  In  other  words,  the  real  exchange  u])on  Lon- 
don had  moved  still  further  from  the  ratio  between  the  increases  of 
the  ])rice  levels.  While  the  actual  rate  of  exchange  for  sterling  in 
the  last  (piarter  of  1915  was  at  a disco2mt  of  4.7  per  cent,  the  rela- 
tion between  the  rises  of  price  levels  would  have  indicated  a premium 
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on  sterling  of  no  less  than  14  per  cent  (Diagram  IV).  The  dilfer- 
ence  was  a striking  one. 

So  far  as  one  can  judge,  the  princii)al  ex})lanation  is  to  he  found 
in  the  ever  increasing  demand  for  Swedish  export  goods.  The  excess 
of  exports  for  1915 — according  to  trade  statistics  which  refer  to 
values  in  Swedish  ports — was  nearly  kr.  174, 000, 000,  as  against 
barely  kr.  45,500,000  the  year  before,  in  s})ite  of  the  fact  that  the 
rise  in  import  freights  continued.  Quantitatively,  that  is,  in  bulk, 
exports  for  1915  exceeded  imports  by  75  per  cent,  the  corres])ond- 
ing  excess  for  the  year  before  being  no  more  than  00  per  cent. 
All  the  important  export  goods,  such  as  lumber,  ])ul}),  iron  and 
steel,  and  iron  ore,  showed  far  higher  figures  than  1914,  the  second 
and  third  of  these  groups  even  higher  than  1919.  It  is  difficult  to 
make  the  corresponding  computation  for  imports,  it  is  true,  on  ac- 
count of  their  far  greater  variety;  but  already  the  totals  just  given 
show  small  as  compared  to  exports.  An  import  of  American  raw  cot- 
ton, which  was  enormous  according  to  normal  Swedish  conditions, 
may  have  been  altogether  without  influence  u])on  the  balance  of  pay- 
ments, because  it  was  made  for  the  account  of  Germany,  according 
to  an  agreement  Avith  the  Allied  Powers,  and  its  influence  must,  in 
any  case,  have  been  only  temporary  as  it  disappeared  before  the 
third  quarter  of  1915.  The  net  imports  of  cotton  were  also  doubled, 
it  is  true,  but  this  meant  no  greater  increase  in  imports  than  some  kr. 
1^0,()()(),()()(). 

An  investigation  of  concrete  conditions  confirms  this  result.  As 
has  already  been  mentioned,  the  reversal  in  the  exchange  market 
occurred  just  after  lumber  had  been  taken  off  the  German  contra- 
band list;  and  the  consequence  naturally  Avas  an  increase  in  lumber 
prices  in  SAveden,  and  a fall  in  England,  i.e.,  just  Avhat  might  be 
expected  to  raise  the  foreign  valuation  of  SAvedish  currency,  as 
compared  Avith  its  internal  purchasing  poAver.  An  export  of  horses 
from  Sweden  to  Germany,  AA'hich  Avas  our  com])ensation  for  the  Ger- 
man concession,  must  liaA^e  Avorked  in  the  same  direction.  These  oc- 
currences in  March  and  April,  1915,  Avere  folloAved  by  the  same 
tendency,  unchanged  or  even  strengthened  during  the  rest  of  the 
year.  In  the  beginning  of  August  a keener  demand  for  Swedish  lum- 
ber Avas  observed,  as  a consequence  of  the  difficulties  of  navigation  in 
the  White  Sea;  and  the  abolition  of  the  German  import  duty  for 
pul{)  favored  its  sale  more  even  than  before.  Tavo  months  later  there 
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of  the  figures  for  the  end  of  1914;  that  is,  from  the  outbreak  of  war 
to  the  end  of  1915,  65.5  per  cent  or  nearly  two-thirds,  against  an 
increase  in  the  total  deposits  of  the  private  banks  of  only  6.7  per 
cent,  or,  on  a percentage  basis,  about  one-tenth  of  that  of  current 
account  deposits.  Considering  the  general  development  of  monetary 
conditions  during  the  War,  it  seems  likely  that  these  spectacularly 
increased  amounts  on  current  account  had  been  used  for  payments 
by  check  to  a greater  extent  than  before.  Lastly,  there  is  the  possi- 
bility of  an  increase  in  credits  preceding  the  increase  in  circulation, 
which  did  not  take  place  before  the  last  quarter  of  the  year.  For  it  is 
both  usual  and  natural  for  some  time  to  elapse  before  credits  are  em- 
bodied in  notes;  but  even  before  that,  credits  can  create  a new  de- 
mand which  causes  a rise  in  prices  before  the  goods  have  been  paid 
for.’^ 

On  the  otlier  hand,  no  reliable  measure  can  be  found  for  an  influ- 
ence from  the  other  side  of  the  “equation  of  exchange,”  i.e.,  from 
sujiplies  of  goods,  though  such  an  influence  was  possible  at  this  time. 
On  a first  view  this  appears  to  be  out  of  the  question,  for  according 
to  official  calculations  of  the  volume  of  industrial  production,  the 
quantity  for  1915  was  even  greater  by  4 per  cent  than  the  figures 
for  191J3,  with  decreases  only  for  stone  and  lumber;  and  though  the 
harvest,  on  the  basis  of  food-value  units,  was  smaller  than  in  1913, 
it  was  about  as  large  as  the  average  during  the  decade  before  the 

ar.  But  there  are  important  items  to  counterbalance  this.  For  it 
is  almost  necessary  to  suppose  a decrease  in  the  available  amount  of 
goods  within  the  country  on  account  of  the  heavy  excess  of  exports ; 
in  com})arison  with  1913  this  represented  a value  of  no  less  than  kr. 
2()(),()0(),0()().  Another  factor  expected  to  work  in  the  same  direction 
was  that  the  productive  powers  of  Sweden,  as  well  as  foreign  coun- 
tries had,  during  1915,  been  directed  into  less  productive  channels, 
with  reactions  upon  the  quantity  of  goods  available  in  Sweden, 
though  this  cannot  be  shown  by  figures.  It  is  not,  however,  reasonable 
to  ex])ect  that  the  decrease  of  goods  had  any  more  considerable  influ- 
ence upon  the  rise  in  the  Swedish  ]>rice  level  for  1915. 

^ It  is  difficult  to  find  statistical  verification  for  this  important  factor.  But 
it  may  be  mentioned  tliat  the  credits  given  by  banks,  on  tlie  two  accounts  of 
imi)ortance  in  tliis  connection,  show  a marked  increase  during  tlie  months 
May  to  July;  between  the  end  of  April  and  the  end  of  July,  1915,  the  rise 
was  kr.  00,000,000,  or  nearly  8 per  cent. 
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The  Effects  of  ‘‘‘‘Redundant  Currency^ 

In  spite  of  the  very  insignificant  new  increase  in  circulation  and 
the  moderateness  of  the  rise  in  prices,  there  can  be  no  doubt  that  the 
residts  of  an  excess  of  currency  had  begun  to  show  during  the  year, 
though  not  yet  all  along  the  same  line,  and  not  nearly  to  the  same 
extent  as  later  on.  Before  the  idea  of  a paralyzed  economic  life  had 
had  time  to  disappear  altogether,  the  so-called  war  boom,  of  de- 
plorable memory,  was  in  evidence.  In  the  beginning  it  was  viewed 
with  surprise  and  warnings ; but  in  time  it  was  more  or  less  accepted 
as  a part  of  the  natural  order  of  things.  The  war  boom  had  more 
origins  than  one,  as  is  shown  in  the  General  Survey  in  this  volume ; 
but  the  most  important  reason  probably  was  the  upheaval  in  mone- 
tary conditions. 

The  new  tendency  was  rather  slow  to  make  itself  felt  on  the  Stock 
Exchange.  And  this  is  natural,  in  so  far  as  quotations  might  be  ex- 
])ccted  to  have  been  influenced  by  the  temporary  character  of 
the  boom;  for  a short  war  was  at  that  time  generally  taken  for 
granted ; but  the  more  important,  and  the  real  reason  probably,  was 
not  the  coming  peace,  but  the  insecurity  caused  by  the  War  itself, 
as  the  advantages  of  insecurity  for  numbers  of  concerns  engaged  in 
industry,  commerce,  and  shipping  in  particular,  became  clear  only 
after  some  time.  Diagrams  XII  to  XIV  give  information  with  regard 
to  the  turnover  on  the  Stock  Exchange  and  the  flotation  of  the  new 
shares,  in  nominal  amount  as  well  as  when  reduced  to  pre-war  price 
levels ; they  need  very  few  words  of  explanation. 

Stock  Exchange  business  was  very  hard  hit  during  the  war 
months  of  1911 ; from  the  outbreak  of  war  to  November  3,  the  Stock 
Exchange  was  even  closed.  And  when  it  had  been  reopened,  rem- 
nants of  the  moratorium  held  back  business.  The  issues  of  new  capi- 
tal during  the  latter  half  of  1914  also  remained  at  a point  which 
was  about  two-thirds  of  that  for  the  first  half  year  and  about  one- 
half  of  that  for  July-December,  1913.  The  year  1914  ended  in  losses 
for  all  shares  in  the  ordinary  Stock  Exchange  list.  Tliis  must  be  em- 
])hasized  because  tliere  is  at  present  a tendency  to  overrate  the  in- 
fluence of  monetary  conditions  upon  good  and  bad  trade;  even  at 
this  time  such  an  enormous  rise  in  prices,  according  to  peace-time 
standards,  as  that  of  25  per  cent  had  occurred  in  only  five  montlis. 

Only  at  the  end  of  Eebruary  and  the  beginning  of  March,  1915, 
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did  the  Stock  Exchange  situation  show  any  improvement,  and  this, 
wliile  causing  surprise,  was  held  to  be  an  outgrowth  of  tlie  discon- 
tinuation of  the  moratorium ; then,  after  an  interruption  of  two 
weeks,  business  became  lively,  with  several  increases  in  price,  and 
new  a})plications  for  capital  in  April  and  May,  caused  by  the  strik- 
ing off  of  lumber  from  the  German  contraband  list.  As  early  as  the 
beginning  of  August  there  was  talk  of  a boom  beginning,  though  it 
had  been  going  on  in  Denmark  for  several  months  before ; and  only 
after  another  month  did  stock  quotations  rise  above  the  pre-war 
level ; in  fact,  not  even  then,  if  the  change  in  the  value  of  money  be 
considered.  A new  increase  went  on  during  the  greater  part  of  Octo- 
ber; but  in  sj)ite  of  all  these  repeated  increases  the  result  remained 
a small  fraction,  not  only  of  what  it  was  to  be,  but  also  of  pre-war 
conditions,  and  this  even  irrespective  of  the  fall  in  the  value  of 
money.  The  total  transactions  on  the  Stock  Exchange  for  the  com- 
plete year  of  1915  were  no  greater  than  those  of  the  year  before; 
they  were  between  one-third  and  one-fourth  of  those  of  1913,  and 
less  than  one-sixth  of  those  of  1912.  True,  new  issues  of  shares  were, 
irrespective  of  the  fall  in  the  value  of  mone}',  on  a level  with  the  fig- 
ures for  1913  and  not  a little  above  those  for  1914.  But,  in  general, 
the  Stock  Exchange  during  1914  cannot,  even  upon  paper,  be  said 
to  have  reached,  or  at  least  to  have  exceeded,  the  figures  for  the  close 
of  the  ])eace  period,  which  had  been  marked  by  a mild  depression. 

None  the  less  it  is  clear  that  the  note  circulation,  which  had  in- 
creased by  30  per  cent,  and  the  rise  in  prices,  which  was  even 
greater,  would  make  its  influence  felt  with  regard  to  applications 
for  new  capital.  Even  in  June  it  was  said  in  business  parlance, — 
wbich  in  this  case  was  really  correct — that  the  money  market  was 
richly  provided  with  available  means.  Excej)t  in  increased  banking 
deposits  they  were  principal!}^  invested  in  bonds,  as  the  issues  of 
both,  durino:  1914  and  1915,  were  about  double  those  of  the  years 
before.  A comparison  between  issues  of  shares  and  bonds  is  also 
characteristic.  The  figures  are  in  millions  of  kronor. 


( Values  at  par) 

Stock  capital 
subscribed 

Bonds 

issued 

1912 

M7.8 

91.8 

1913 

217.6 

69.8 

1911 — first  lialf  year 

91.1 

47.7 

1911 — second  half  year 

62.2 

90.5 

1915 

206.6 

270.5 

THE  RETURN  TO  THE  GOLD  STANDARD 


179 


U'lie  jjredominance  of  stocks  was,  consequently,  very  great  during 
the  last  years  of  peace,  while  bonds  had  already  taken  the  lead,  dur- 
ing the  second  half  of  1914  and  during  1915. 

This  must  be  considered  characteristic  of  the  situation  during  the 
first  ])art  of  the  IVar.  Eor,  on  one  hand,  it  shows  important  results 
due  to  the  new  currency  issues ; but,  on  the  other  hand,  it  also  shows 
that  the  real  import  of  the  fall  in  the  value  of  money,  which  was 
going  on,  had  not  become  at  all  clear  to  capitalists,  or  at  least  was 
not  by  them  considei-ed  likely  to  continue  in  the  future.  For,  if  the 
value  of  money  is  going  to  fall  in  the  future,  long-time  bonds  are  the 
most  unfavorable  of  investments;  and  when  such  a development  is 
taken  into  account,  capitalists  consequently  ])refer,  more  or  less 
consciously,  the  oj)posite  form  of  investment,  or  stocks,  which  are 
part  and  parcel  of  interests  owning  debts  in  money  and  falling  in 
value  with  money.  This  contrast  creates  a very  important  difference 
between  the  earlier  and  the  later  years  of  the  fall  in  the  value  of 
money ; to  some  extent  it  is  equivalent  to  the  contrast  between  a be- 
lief in  a speedy  return  to  ])re-war  conditions  and  that  in  a perennial 
boom.  The  use  of  the  home  loan  market  for  the  needs  of  the  State, 
on  account  of  an  increase  of  expenditure,  and  the  impossibility  of 
borrowing  in  foreign  countries,  was,  it  is  true,  one  of  the  most 
proximate  causes  of  the  increase  in  bond  issues ; but  this  factor  re- 
mained the  same  throughout  the  War;  and,  besides,  it  would  have 
been  of  no  power,  unless  caj)italists  had  cared  for  that  particular 
form  of  investment. 


Foreign  Credits. 

From  the  point  of  view  of  the  connection  between  the  war  boom 
in  a restricteil  sense — i.e.,  an  influence  created  by  a stronger  de- 
mand for  goods  on  the  part  of  belligerents  and  their  treatment  of 
commercial  intercourse — and  the  fall  in  the  value  of  money,  the 
greatest  interest  attaches  to  that  })articular  form  of  neutral  invest- 
ments which  is  called  foreign  credits  and  which  up  to  this  point  we 
have  chiefly  dealt  with  in  connection  with  the  theory  of  foreign  ex- 
changes. IMany  of  those  forms  of  investments  which  have  just  been 
mentioned  were,  as  a matter  of  fact,  foreign  investments,  because 
industrial  and  other  concerns,  who  disposed  of  the  new  flotations, 
were  thereby  enabled  to  export  or  carry  goods  on  credit.  On  the 
other  hand,  it  is  quite  as  clear,  as  well  that  this  application  of  the 
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new  capital  was  not  the  only  one,  as  that  credits  might  also  be  given 
to  foreign  countries  directly,  without  first  assuming  the  form  of  an 
issue  of  shares  or  bonds. 

Credits  might  take  many  different  forms.  The  excess  of  exports 
was  in  itself  in  substance  a foreign  credit  and,  when  freights  were 
added,  a rather  exact  expression  of  its  amount,  in  so  far  as  the 
country  had  no  interest  to  pay  to,  or  receive  from,  other  countries ; 
though  it  must  be  added  that  the  trade  statistics  for  import  and 
export  values  were,  at  this  time,  more  questionable  than  usual  and 
made  this  criterion  considerably  less  exact  than  it  would  otherwise 
have  been.^  For  this  excess  consisted  of  values,  in  the  form  of  goods 
and  services,  on  the  part  of  Sweden,  without  any  immediate  counter 
value  of  the  same  sort  on  the  part  of  foreign  countries  and,  there- 
fore, consisted  of  credits  or  exported  capital — two  conceptions 
which  there  is  little  reason  for  keeping  separate  in  this  connection. 
The  form  of  these  transactions  was  quite  variable,  however;  and  it 
is  of  ])articular  interest  to  try  to  learn  whence  the  initiative  of  the 
credits  came. 

To  a great  extent  goods  were  sold  on  the  exporter’s  credit  and 
afforded  to  Swedish  industrialists  foreign  assets,  which  they  some- 
times kept  and  sometimes  transferred  to  their  Swedish  bankers,  who 
in  their  turn  gave  Swedish  money  instead.  In  these  cases  credits 
arose  through  the  action  of  exporters,  successively,  and  without 
formal  agreement  on  either  side.  In  other  cases  the  Swedish  banks 
took  the  initiative,  through  the  granting  of  formal  credits  to  foreign 
countries,  which  afterward  were  used  for  buying  or  paying  for 
Swedish  goods ; in  such  a case,  exporters  themselves  were  uncon- 
scious of  selling  on  credit,  because  it  had  been  given  to  purchasers 
at  an  earlier  stage. 

As  to  both  these  categories,  exporters  and  banks,  it  holds  good, 
however,  that  they  received  a corresponding  asset  in  foreign  parts ; 
and  tliis  might  take  the  form  of  a promise  to  pay  which  was  trans- 
ferred to  Sweden,  hlconomically  speaking,  this  was,  ])racticalhq  the 
result,  even  if  goods  were  ])aid  for  in  gold;  for  in  1915  gold  might 
he  considered  in  the  light  of  a debt  by  foreigners  which  was  always 

^ Under  the  system  of  computing  tlic  values  of  imports  and  exports  which 
was  in  use  in  Sweden,  as  in  most  countries,  the  whole  amount  of  freights 
must  he  added  to  export  values,  because  import  values  are  given  at  the  place 
of  exi)ort,  or  f.o.h. 
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due.  IMuch  more  important,  however,  was  the  payment  in  the  form 
of  securities,  which  hecame  a principal  factor  in  this  connection, 
d'he  importation  of  securities,  in  its  turn,  took  two  different  forms, 
as  it  might  consist  of  foreign  promises  to  pay — principally  war 
bonds — or  it  might  he  repurchased  Swedish  State  or  private  bonds 
which  had  been  placed  abroad  before  the  War;  to  the  second  cate- 
gory" must  be  added  an  insignificant  amount  of  Swedish  stocks.  It 
need  not  he  explained  that  all  this  was  equivalent  to  credits,  in  the 
sense  of  an  exchange  of  delivery  of  goods  for  promises  to  pay, 
though  these  promises  were  in  greater  part  Swedish  promises  that 
were  now  taken  back.  Besides  all  this,  there  were  ever  increasing 
instances  of  the  sale  of  goods  for  real  values  on  the  j)art  of  the  buy- 
ing country,  hut  in  such  a form  that  nothing  was  sent  to  Sweden, 
because  they  consisted  of  real  estate,  stocks  of  goods,  or  other  for- 
eign values  which  could  not  be,  or  were  not  allowed  to  be,  transferred 
to  Sweden.  This  was  a foreign  investment,  though  not  a foreign 
credit;  hut  at  least  for  the  moment  the  result  was  quite  the  same  as 
that  of  a credit. 

Lastly,  the  importation  of  securities  might  be  at  the  root  of  the 
whole  thing,  in  the  case  of  Swedish  capitalists,  or  banks,  desirous  of 
procuring  securities  from  abroad  on  the  prevailing  conditions, 
which  at  least  seemed  to  be  favorable;  in  this  way  Sweden  began  by 
being  a debtor.  From  the  point  of  view  not  only  of  exporters,  hut  of 
their  hankers,  too,  goods  were  then  not  sold  on  credit,  because  credit 
had  been  given  by  the  purchase  of  securities. 

The  result  of  credits  to  the  economic  life  of  Sweden  in  all  these 
cases  was  the  investment  abroad  of  the  savings  of  the  country.  On 
the  other  hand,  it  was  not  a foregone  conclusion  that  this  would  re- 
act u])on  the  Swedish  monetary  system ; this  was  dependent  upon 
many  different  factors.  It  has  been  shown  before  that  credits  to  for- 
eign countries  de])ress  prices  within  the  country,  in  so  far  as  the 
ecpnlihrium  of  the  exchanges  falls  to  a lower  price  level  for  the 
creditor  country,  as  conqjared  with  the  debtor  country,  than  would 
otherwise  he  the  case.  In  consequence  of  this,  foreign  credits  under  a 
fixed  rate  of  exchange,  i.e.,  a Gold  Standard,  will  lower  the  prices 
of  the  creditor  country.  Under  a changeable  value  of  exchange,  e.g., 
])a}>er  money,  the  value  of  foreign  currencies  would  he  raised  by  the 
giving  of  credits;  and  in  that  case  an  increase  in  the  price  level  of 
the  creditor  country,  e.g.,  Sweden,  is  possible.  In  this  connection  it 
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is  more  necessary  to  consider,  however,  how  far  credits  to  foreign 
countries  react  upon  the  internal  monetary  policy  of  the  home  coun- 
try. If  this  policy  is  carried  out  on  such  lines  that  the  total  demand 
for  credit  is,  by  a rate  of  interest  adapted  to  it,  limited  to  the  same 
amount  as  that  of  the  total  savings  at  disposal,  no  reaction  upon  the 
monetary  conditions  of  the  country  will  take  place.  Rut  if  the  rate  of 
interest  is  kept  at  a lower  point  than  that  which  is  needed  to  handle 
the  new  demand  for  credit,  the  result  must  invariably  be  an  increased 
amount  of  money  and  a rising  price  level. 

So  far  as  exporters  were  themselves  financing  their  exports  on 
credit,  the  risk  of  influencing  the  value  of  money  was  not  of  the  first 
magnitude ; for  they  had  to  fall  back  upon  their  own  resources,  per- 
haps principally  upon  exhausting  their  stocks.  When,  on  the  other 
hand,  the  banks  gave  credits  to  exporters,  for  the  purpose  of  their 
foreign  transactions,  e.g.,  by  discounting  the  foreign  bills  which 
they  had  received  in  payment,  the  credits  of  the  banks  were  in- 
creased at  that  point;  and  as  the  monetary  system  was  held  dowm 
only  by  the  weakest  of  ties,  it  was  possible  that  the  consequence 
might  become  an  inflation  of  the  total  credits  of  the  banks,  which 
through  the  aid  of  the  Riksbank,  might  result  in  an  increase  of  note 
circulation,  or  might  directly  bring  about  new  payments  by  check. 
It  must  be  emphasized,  however,  that  such  a consequence  was  by  no 
means  inevitable,  for  it  was  possible  for  the  banks  to  restrict  credits 
for  home  purposes,  and  thereby  make  room  for  the  new  credits  to 
foreigners;  and,  inversely,  it  was  also  possible,  though  not  quite  so 
easy,  for  exporters  or  buyers  of  securities  to  ask  for  increased  cred- 
its from  the  banks  for  internal  purposes,  if  the  banks  declined  to 
finance  their  credits  to  foreign  countries. 

The  thing  most  difficult  to  avoid  was,  finally,  influencing  the  value 
of  money  by  importing  gold,  when  the  situation  had  become  what  it 
was  now,  i.e.,  the  purchasing  power  of  gold  itself  was  incessantly 
diminishing,  and  a country,  in  spite  of  a rising  price  level  might, 
consequently,  have  a currency  which  had  appreciated  as  compared 
with  gold.  For  gold  importing  must  continue  up  to  the  point  where 
the  curi-ency  of  the  country  would  drop  to  gold  parity ; and  it  was 
most  difficult  to  })revent  gold  from  putting  into  circulation  at  least 
the  corres})onding  amount  of  notes.® 

The  monetary  policy  of  the  United  .States  during  recent  years  lias  shown 
the  jiossihility  of  avoiding  this  conseijuence ; but,  for  a smaller  country,  it 
must  he  considered  to  be  out  of  the  question. 
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The  development,  the  causes  of  which  have  now  been  given,  must, 
in  time,  become  of  very  great  importance  to  Swedish  monetary  con- 
ditions. During  1915  its  influence  was  not  very  important,  however; 
for  as  has  been  shown,  tlie  new  note  circulation  principally  consisted 
of  those  new  notes  which  had  been  created  just  after  the  outbreak  of 
war,  suj)plemented  by  an  increase  in  the  velocity  of  cix’culation,  and 
possibly  by  some  other  forms  of  currency.  Credits  to  foreign  coun- 
tries were,  therefore,  principally  tlie  result,  in  part,  of  an  earlier 
increase  in  circulation,  and,  in  jxart  also,  of  the  new  pros})ects  of 
gain  which  this  particular  form  of  investment  apjxeared  to  hold  out 
when  the  foreign  exchanges  were  at  a discount  all  along  the  line,  and 
when,  at  the  same  time,  it  was  generally  believed  that  they  would 
come  back  to  their  old  parities  in  Swedish  currency  in  the  near 
future. 

It  is  certainly  impossible  to  obtain  the  exact  figures  for  the 
amount  of  cajxital  exports,  but  the  best  basis  is  found  in  the  amount 
of  excess  of  ex])orts  and  of  freight  income  earned  by  foreign  trade, 
as  has  already  been  said.  From  a knowledge  of  these  facts,  with 
some  additions,  it  is  possible,  also,  to  form  an  impression  of  the  dif- 
ferent routes  which  capital  exports  followed. 

In  the  case  of  lOll?  it  is,  however,  impossible  to  make  a distinction 
between  the  jxeace  and  the  war  periods ; the  figures  for  the  whole 
year  must  be  used.  The  excess  of  exports  for  the  year  has  been  put 
at  kr.  4<5,0()(),()()(),  and  freights  at  kr.  125,000,()()(),  the  total  being 
about  kr.  17(),()()0,()0().  From  this  must  be  deducted,  however,  the 
expenses  of  shipping  in  foreign  ports,  for  which,  it  is  true,  all  exact 
figures  are  lacking,  but  which  have  been  computed  at  131  per  cent  of 
the  freight  income  for  some  years  after  the  War.  Making  use  of 
this  relative  figure  the  deduction  will  be  kr.  139,000,000 ; and  the  net 
interest  on  the  foreign  debt  of  the  country  may  be  put  at  something 
like  kr.  ()0,000,000,  making  the  total  deduction,  consequently,  about 
kr.  100,000,000,  which  limits  the  net  capital  exports  for  191‘i  to 
about  kr.  70,000,000. 

During  1915  the  amount  increased  at  a great  rate.  Excess  of 
ex[)orts  w'as  put  at  kr.  174,000,000,  freights  at  kr.  257,000,000,  or 
a total  of  about  kr.  4130,000,000.  Deductions,  upon  the  same  lines 
as  before,  would  be  kr.  80,000,000  plus  60,000,000,  or  kr.  140,000,- 
000,  the  net  cajxital  exports  being,  consequently,  kr.  290,000,000. 
No  doubt  many  items  on  both  sides  are  left  out,  such  as  Swedish  in- 
comes from  transit  trade  and  agencies,  which,  to  an  extent  un- 
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known  before,  fell  to  neutrals ; and,  on  the  other  hand,  the  costs 
incurred  abroad  by  Sweden  by  reason  of  all  the  trouble  and  losses 
due  to  the  commercial  war.  Rut  neither  of  these  things  can  be  com- 
puted, though  the  credit  item  during  this  stage  of  the  War  was 
probably  the  greater.  The  amount  of  capital  exports  for  the  two 
years  1914  and  1915,  hr.  360,000,000,  may,  consequently,  safely  be 
considered  as  a minimum.  For  a country  which  had  had  net  imports 
of  capital  almost  without  interruption  before  the  War,  with  the 
single  exception  of  the  last  three  years  of  peace,  this  meant  a very 
considerable  bleeding.  On  the  basis  of  average  price-index  figures 
for  the  two  years,  the  net  capital  exports  may  be  reduced  to  kr. 
65,000,000  and  kr.  195,000,000,  respectively,  or  an  annual  average 
of  kr.  130,000,000,  in  the  pre-war  value  of  money;  against  this 
stood,  during  the  years  before  1911,  capital  imports  to  about  the 
same  annual  amounts. 

In  this  connection,  however,  the  forms  of  credit  command  as  much 
interest  as  its  amount. 

Of  particular  interest  were  the  purchases  of  securities  from  for- 
eign countries,  though  they  were,  at  this  time,  only  a small  fraction 
of  what  they  were  going  to  be.  During  March,  1915,  as  the  cur- 
rencies of  the  Western  Powers  first  began  to  be  at  a discount,  the 
Swedish  trade  journals  spoke  of  attempts  at  imports  of  securities, 
though  naturally  not  from  the  West  but  from  Germany.  There  were 
advertisements  of  sales  of  German  bonds,  and  the  German  War  Loan 
was  said  to  be  offered  through  “different  channels.”  Even  commer- 
cial travelers  handling  securities  were  said  to  visit  the  south  of 
Sweden  and  to  make  rather  considerable,  though,  of  course,  un- 
controllable sales,  probabl}"  consisting  principally  of  German  war 
bonds.  In  IMay,  when  French  exchange  was  first  at  a discount,  it 
was  believed  that  debts  in  that  currency  for  some  ten  millions, 
])robably  Swedish  kronor,  had  been  repaid ; and  a month  later  there 
was  not  a little  talk  of  repurchases  of  Swedish  bonds  from  Germany, 
though  the  total  amount  was  not  believed  to  exceed  kr.  15,000,000. 
After  that  time  reports  varied  somewhat  during  the  rest  of  the  year ; 
in  Octol)er  ])urchases  were  believed  to  have  stopped  for  the  time, 
but  demands  at  tbe  beginning  of  December  were  said  to  have  in- 
creased considerably,  and  they  now  met  with  a sympathy  which  had 
altogether  been  absent  before,  because  tbe  difficulties  of  disposing  of 
the  large  excesses  of  exports  and  freights  increased  incessanth'. 
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Upon  the  whole,  Swedish  securities  in  foreign  hands  dominated 
completely,  and  Swedish  bonds  continuously;  up  to  the  end  of  191G 
the  reported  imports  of  securities  consisted  of  9-f  per  cent  of  Swedish 
securities;  and,  in  the  case  of  bonds,  of  91 P^r  cent.  These  known 
imports  were  such  as  were  effected  through  banks  and  brokers,  the 
rest  being  necessarily  uncontrolled;  on  the  basis  of  the  reports  of 
the  official  Bank  Inspector  the  amount  of  this  part  of  the  imports 
of  securities  during  1915,  at  their  purchasing  prices,  was  about 
kr.  (j(),0()0,()0(),  to  which  must  be  added  an  unknown  amount  for 
what  hatl  been  })urchased  secretly,  probably  not  less  than  some  kr. 
1(),()()(),0()(). 

The  difficulty  of  financing  the  excess  of  exports,  principally  to 
Germany,  had  already,  in  July,  1915,  given  rise  to  the  first  regular 
Swedish  banking  credit  for  the  purchase  of  goods.  Through  this 
agreement,  which  was  made  between  four  Swedish  and  two  German 
banks,  a credit  of  kr.  4<(),()()(),()()0  was  granted  against  a security  of 
Treasury  Bills  of  the  German  Empire,  and  against  licenses  for 
German  exj)orts  of  gold — characteristically  enough — as  well  as  ex- 
tensive licenses  for  German  goods ; the  Swedish  arrangers  of  the 
credit  plumed  themselves  upon  the  fact  that  it  was,  first  of  all,  to 
be  used  for  the  purchase  of  Swedish  goods.  This  step  met  with  a 
great  deal  of  opposition  in  other  quarters,  being  principally  ob- 
jected to  on  account  of  its  reputed  want  of  neutrality;  but  it  was 
followed  by  the  same  sort  of  arrangement  in  the  case  of  both  the 
belligerent  grou])s,  during  the  period  that  followed. 

From  a general  economic  point  of  view,  this  regular  credit  was 
only  a detail  in  the  incessant  increase  of  the  foreign  assets  of  the 
Swedish  banks.  During  1914  their  net  assets  had  fallen  by  kr. 
19, 000, ()()(),  it  is  true;  but  during  the  following  year  the  reversal  of 
this  was  so  great  that  the  assets  rose  by  kr.  156,000,000,  as  com- 
pared with  the  close  of  1914;  and,  consequently,  by  kr.  137,000,000, 
as  com])ared  with  the  close  of  1913.'*  For  this  period  the  figure  must 
be  increased  somewhat,  though  not  much,  on  account  of  banking  as- 
sets which  figured  as  domestic,  though  they  really  represented  assets 

^ Forei}i;n  government  seeurities  held  by  tlie  Riksbank  are  included  in 
these  figures.  For  tlie  first  years  of  the  War  there  is  no  need  to  take  into 
account  the  error  wliich  became  very  important  later  on,  i.e.,  the  writing 
down  of  assets  in  foreign  currencies.  See  below  pp.  206-207. 
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in  foreign  countries;  upon  a guess  the  figures  niaj,  on  this  account, 
be  increased  to  kr.  150, 000, 000,  from  the  outbreak  of  war. 

(lold  ini])orts  were  also  of  some  imjjortance  in  balancing  the  ex- 
ports of  goods  during  these  first  years  of  the  War.  The  Riksbank 
showed  only  an  inconsiderable  increase, — kr.  6,000,000, — of  its  gold 
reserve  during  1914,  it  is  true;  but  during  1915  the  amount  was 
kr.  16,000,000;  and  to  this  must  probably  be  added  an  amount  of 
gold  received  from  Germany,  which  did  not  figure  in  the  reports 
because  it  was  used  to  redeem  mature  Swedish  Treasury  Rills  in 
England  to  the  amount  of  £1,100,000,  at  the  then  rate  of  exchange 
of  something  like  kr.  20,000,000  in  Swedish  monev-  Leaving  aside 
other  items  of  the  same  sort  which  may  have  been  present,  gold 
would,  consequently,  have  been  used  for  payment  to  Sweden  to  the 
amount  of  at  least  kr.  42,000,000  during  1914  and  1915. 

If  these  figures  be  added  this  result  will  follow: 

Imports  of  securities:  kr.  60,000,000  -|-  (say)  kr. 

1 0,000,000  circa  kr.  70,000,000 

Net  increase  in  banking  assets  circa  kr.  150,000,000 

Imports  of  gold  circa  kr.  42,000,000 

Total  circa  kr.  262,000,000 

If  this  table  approaches  the  truth,  about  kr.  100,000,000  of  cred- 
its to  foreign  countries  must  have  been  granted  secretly,  probably 
first  of  all  by  the  exporters  themselves ; and  this  does  not  seem 
improbable. 

It  must  finally  be  said  that  these  figures  do  not  show  anything 
at  all  of  what  permanently  accrued  to  Sweden  in  the  form  of  assets 
in  foreign  countries;  for  only  the  creditors  had  so  far  done  their 
])art,  and  whether  anything  would  be  received  in  exchange  or  not 
was  altogether  unknown.  In  regard  to  the  total  amount  of  credits, 
this  (lej)ended  u{)on  the  ability  and  willingness  to  pa}’  on  the  part  of 
borrowers;  with  regard  to  credits  in  foreign  currencies,  which 
])layed  the  principal  part  during  these  first  years,  though  no  figures 
are  available,  there  was  added  the  risk  of  a discount  in  the  foreign 
cui'rencies;  and  even  as  to  credits  in  Swedish  money  the  question 
arose  as  to  how  much  would  remain  of  the  purchasing  power  of  the 
currency.  All  these  bases,  without  exception,  would,  in  due  time,  be- 
come fallacious,  though  to  a highly  variable  degree. 


CHAPTER  IV 


THE  GOLD  EMBARGO  AND  THE  IJQUIDATION 
OE  THE  MONETARY  UNION 
(February,  1916,  to  July,  1917.) 

The  Increase  in  Foreign  Valuation. 

In  spite  of  the  fact  tliat  Swedish  curreiicv  at  the  beginning  of  1916 
was  at  a premium,  as  compared  with  all,  or  almost  all,  European 
currencies,  the  monetary  situation  of  Sweden  was,  consequently,  in 
many  respects  far  from  satisfactory.  As  has  been  shown,  the  rise  in 
prices  had  been  going  on  during  1915,  though  at  a somewhat  slower 
rate,  and  without  its  magnitude  being  known  at  the  time.  The  gen- 
eral public  understood  nothing  at  all  of  the  real  situation  and  was 
dominated,  it  is  true,  by  rather  hopeless  ideas  as  to  both  the  causes 
and  tlie  remedies  for  the  rise  in  prices ; its  hostility  was  directed 
against  “profiteering,”  and  gave  rise  to  demands  for  maximum 
})rices  as  a lielj) ; for  the  inefficiency  of  this  nostrum  did  not  become 
clear  to  the  peo})le  for  a long  time.  But  economists  in  complete 
unison  publicly  emphasized  the  dangers  of  what  was  going  on,  as 
well  as  its  relation  to  monetary  conditions.  A now  increase  in  the  note 
circulation,  in  the  autumn  of  1915,  after  a halt  of  more  than  a year, 
was  a particularly  serious  reminder. 

Birth  of  the  Idea  of  a Gold  Embargo. 

Certain  economists  made  this  a re])roach  to  the  Riksbank  and 
repeatedly  attacked  the  Bank  for  what  was  going  on.  But  against 
this  criticism,  which  had  its  principal  spokesman  in  Professor  Cassel, 
Professor  Davidson,  in  the  final  issue  of  the  Ekonomish  Tidskrift 
for  1915,  expressed  an  opinion  which  became  of  importance  in  ac- 
tual monetary  ])olicy.  In  this  article  he  pointed  out  that  the  Riks- 
bank could  do  no  more  than  keep  the  Swedish  monetary  unit  at  par 
against  gold,  and  that  this  was  unalteraWe  unless  the  right  of  the 
public  to  exchange  gold  notes  for  Swedish  kronor  was  revoked.  From 
what  the  author  said  later  it  is  clear  that  he  had  no  thought  of  pro- 
])osing  such  an  arrangement;  and  the  same  was  the  case  with  the 
foremost  theoretical  spokesman  for  a free  currency.  Professor  Wick- 
sell. 
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Tlie  points  of  view  of  these  theorists  did,  however,  coincide  curi- 
ously with  the  interests  of  the  directors  of  the  Bank,  though  these 
were  at  bottom  of  an  altogether  different  character.  The  persons 
responsible  for  the  monetary  policy  of  the  Central  Bank  found  only 
two  inconveniences  in  the  existing  order  of  things.  One  of  them,  and 
in  their  eyes,  so  far  as  can  be  seen,  the  most  important,  appears  to 
have  been  the  Riksbank’s  being  forced  to  buy  gold  at  par  when 
foreign  exchanges  were  at  a discount,  and  gold  might,  consequently, 
be  had  far  more  cheaply  through  them.  Tiie  other  point  was  their 
opinion  that  they  ought  not  to  be  compelled  to  buy  gold  at  any 
price  if  they  did  not  see  any  need  for  it.  The  considerable  imports 
of  gold,  according  to  Swedish  conditions  at  the  beginning  of  1916, 
made  the  Bank  directors  more  keen  to  end  these  inconveniences ; but 
at  the  beginning  of  November  of  the  ^^ear  before,  the  trade  journal 
Ajfdrsvdrlden  had  already  given  voice  to  such  an  “unpractical”  opin- 
ion as  that  gold  was,  for  many  reasons,  a rather  unwelcome  payment 
for  foreign  debts,  though  it  could  not  easily  be  rejected. 

To  the  opinion  of  economists,  as  to  the  existence  of  a connection 
between  the  policy  of  the  Riksbank  and  the  depreciation  in  the  value 
of  money,  the  Bank’s  officers  did  not  give  much  credence,  to  judge 
by  their  public  utterances ; but  the  suggestion  of  Professor  Davidson 
seemed  to  offer  a possibility  of  favoring  the  views  of  the  Bank 
directors  themselves. 

On  the  other  hand,  the  same  suggestion  appeared  to  meet  the  re- 
quirements of  economists.  Eor  under  a standard  of  money  which 
was  left  unfettered  in  the  upward  direction,  it  would  be  possible  (at 
least  according  to  the  opinion  of  several  theorists)  to  put  a definite 
stop  to  the  rise  in  prices,  even  if  the  purchasing  power  of  gold 
should  sink  and  prices,  consequently,  rise  if  expressed  in  gold;  an 
excess  of  exports  paid  for  by  gold,  which  could  not  be  prevented 
under  a complete  Gold  Standard  without  a rise  in  home  prices  paral- 
lel to  the  foreign  ones,  would  then  also  become  unnecessary.  This 
would  likewise  create  the  possibility  of  limiting  the  growing  scarcity 
of  goods  by  keeping  more  of  the  products  of  the  country  within  its 
borders;  and  the  rise  in  prices  would,  consequently,  be  met  in  two 
different  ways  at  the  same  time, — by  combating  simultaneously  the 
decrease  in  goods  and  the  increase  of  notes.  But  while  the  wishes  of 
the  leaders  of  the  Bank  might  be  fulfilled  simply  through  renounc- 
ing its  obligation  to  buy  gold  at  par,  the  results  now  mentioned 
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required  much  more  than  that;  first,  this  exemption  must  be  used 
to  keep  gold  from  coming  in,  if  the  circulation  was  thereby  made  to 
increase ; and  second,  and  above  all,  the  value  of  money  must  be  kept 
from  sinking,  pari  passu  with  that  of  foreign  countries,  not  only  by 
an  embargo  upon  gold  but  also  by  corresponding  measures  against 
other  factors  which  had  the  same  effect,  particularly  credits  to  for- 
eiffii  countries  in  all  their  manifold  forms.  The  last-named  contin- 
gency  was  vei’y  complicated  and  difficult  to  master,  as  will  be  made 
more  clear  toward  the  end  of  this  chapter ; but  economists  were  quite 
unanimous  as  to  the  importance  of  preventing  it.  Consequently,  the 
objects  of  the  Bank’s  controllers  and  those  of  the  economists  were  al- 
most completely  at  variance  from  the  outset;  and  this  could  not  fail 
to  lead  to  serious  disappointments  later  on. 

To  free  a currency  in  the  upward  direction,  i.e.,  to  allow  it  to  rise 
to  an  unlimited  premium  as  against  gold,  was  quite  without  a coun- 
terpart in  the  checkered  monetary  history  of  the  world,  so  far  as  is 
known.  Eornially  speaking,  parallels  were  certainly  not  lacking  in 
the  field  of  the  Silver  Standard,  it  is  true,  such  as  the  Austrian 
gulden  notes,  which  were,  at  the  beginning,  convertible  into  silver 
but  afterward  became  inconvertible,  and  were  then  allowed  to  exceed 
their  original  value  in  silver  in  order  to  prevent  them  from  follow- 
ing the  fall  in  the  value  of  silver  as  compared  with  gold.  Properly 
speaking,  the  difference  was  very  important,  however.  For  under  a 
mani])ulated  Silver  Standard  gold  remained  the  one  standard  of 
value  to  which  the  currency  was  intended  to  conform.  The  Swedish 
experiment,  consequently,  meant  something  which  had  not,  up  to 
that  time,  been  advocated  outside  the  circles  of  theorists,  and  by  none 
as  consistently  as  by  Professor  Wicksell.  Through  it  the  monetary 
system  would,  in  both  directions,  lose  its  contact  with  every  external 
object  and  become  a currency  unconnected  with  any  particular 
commodity.  On  paper  one  exception  to  this  still  remained,  i.e.,  the 
duty  of  the  lliksbank  to  redeem  its  notes  by  gold  to  a fixed  amount 
— (juite  a distinct  thing  from  that  of  redeeming  gold  by  notes — 
and  by  that  a guarantee  against  a discount  of  notes  as  against  gold. 
But,  as  a matter  of  fact,  this  guarantee  had  almost  been  abolished 
in  substance  through  the  prohibition  of  the  export  of  gold,  which 
limited  the  minimum  value  of  notes  to  an  equality  with  gold  rdthin 
the  country  and  not  to  gold  in  the  world’s  markets. 

In  the  light  of  later  developments  another  side  of  the  Swedish 
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embargo  upon  gold  appears  particularly  characteristic.  When  the 
currency  was  set  free  from  its  connection  with  gold,  it  was  not  tied 
to  any  other  norm  of  importance  to  the  value  of  money,  such  as  a 
multiple  standard,  i.e.,  a fixed  price  index,  representing  the  total  of 
commodities,  or  to  anything  else.  By  the  omission  of  this,  the  Swed- 
ish monetary  unit  became,  as  a matter  of  fact,  quite  free  and  inde- 
finable, regulated  solely  by  the  almost  unshackled  monetary  policy 
of  the  Central  Bank. 

The  Character  of  the  Gold  Embargo. 

Like  most  surprising  changes  the  embargo  came  about  after  very 
summary  preparations.  At  the  beginning  of  1916  the  Governor  of 
the  Riksbank  asked  Professor  Davidson  for  an  opinion  upon  the  plan. 
The  latter  declared  that  the  idea  certainly  was  very  good,  but  also 
difficult  to  realize,  and  he  advised  the  calling  together  of  a committee 
consisting  of  business  men  and  economists,  for  the  study  of  the  mat- 
ter, before  anything  was  decided.  The  Governor  preferred,  how- 
ever, to  consult  certain  other  economists  individually  and  privately ; 
and  as  their  advice  appears  unanimously  to  have  been  in  the  affirma- 
tive, the  directors  of  the  Bank  wrote  to  the  Government  on  February 
4,  1916.  In  this  letter  they  referred  to  the  sufficiency  of  gold  reserve, 
on  the  one  hand,  and,  on  the  other,  to  the  difficulty  the  Riksbank 
“would  find,  under  ])resent  conditions,  in  selling  ‘abundant’  gold 
without  a very  considerable  loss” ; upon  these  grounds  they  asked 
for  an  exemption  from  the  obligation  to  bu}^  gold  and,  at  the  same 
time,  })i-o])osed  the  abolition  of  free  minting,  i.e.,  the  right  of  the 
])ublic  to  have  gold  minted.  The  only  objection  to  this  which  made 
itself  heard  came  from  the  Conservative  leader  in  the  Upper  Cham- 
ber, Mr.  Justice  Trygger;  he  put  his  finger  upon  the  danger  of 
making  the  value  of  money  entirely  dependent  upon  the  measures  of 
the  conti-ollers  of  the  Bank.  On  February  8 a law  empowering  the 
King,  at  first  for  one  year,  to  exempt  the  Riksbank  from  its  duty 
of  buviug  gold  was  promulgated;  and  the  authorization  foreseen  in 
it  was  ffiven  soon  afterward. 

The  embargo  u])on  gold,  consequently,  was  not  a prohibition  of 
inq)ort,  but  only  an  exeni])tion  of  the  Riksbank  and  the  Royal  IMint 
from  tlie  duty  of  introducing  inqiortcd  gold  into  the  Swedish  mone- 
tary system.  The  criticism  which  was  later  on  sometimes  leveled 
affainst  the  embartro  by  the  iirivate  banks,  namely,  that  it  prevented 
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the  country  from  receiving  sufficient  gold  reserves  was,  consequently, 
unjust,  in  so  far  as  no  persons  or  institutions  were  kept  from  im- 
porting all  the  foreign  gold  they  liked ; but,  on  the  other  hand,  the 
embargo  must  have  increased  the  risk  of  such  a proceeding  and, 
consequently,  made  it  more  difficult.  From  the  form  of  the  embargo 
it  further  followed  that  the  Riksbank  had  kept  its  right  to  buy  as 
much  or  as  little  gold  and  at  such  a price  as  it  liked,  without  being 
bound  by  any  rules;  while  under  a prohibition  of  import  and  gov- 
ernment licenses  it  would  have  had  to  follow  the  requirements  of 
others.  Thus,  from  the  form  it  took,  the  embargo  would  mean  for 
the  Swedish  monetary  system  an  almost  unlimited  dependence  upon 
the  all  but  unhampered  measures  of  the  Riksl)ank,  which  we  have 
just  pointed  out.  As  the  controllers  of  the  Rank  had,  during  1915, 
often  emphasized  their  belief  in  the  impossibility  of  influencing  the 
development  of  monetary  conditions  by  any  form  of  banking  policy, 
such  an  order  of  things  must  appear  paradoxical.  Rut  this  does  not 
appear  to  have  occurred  to  people  when  the  new  system  was  in- 
augurated. 


lielations  with  Denmark  and  Norxoay. 

The  reason  why  the  form  of  an  import  embargo  was  not  chosen 
lay  in  i\\c  Scandinavian  Monetary  Union.  The  first  period  and  phase 
of  its  influence  u])on  the  monetary  system  during  these  troublous 
years  now  made  itself  felt ; and  this  influence  for  a long  time  kept  the 
embargo  upon  gold  from  leading  to  such  results  as  might  othei'wise 
have  been  ])ossible.  In  order  to  explain  this  it  is  necessary  to  go  back 
to  the  development  of  inter-Scandinavian  monetary  conditions  from 
the  outbreak  of  the  War. 

Once  the  Gold  Standard  could  no  longer  function  there  was  noth- 
ing left  to  prevent  the  Scandinavian  currencies  from  drifting  apart 
to  any  degree;  for  the  Monetary  LTnion  knew  no  other  guarantee  of 
a uniform  monetary  policy  than  gold;  and  if  the  parity  had  re- 
mained, in  spite  of  the  disappearance  of  the  Gold  Standard,  this 
could  oidy  have  been  as  the  result  either  of  a more  or  less  fortuitous 
s])eculation  or  of  some  newly  created  unity  in  the  policy  of  the  three 
countries.  As,  however,  the  revolutionary  change  in  monetary  con- 
ditions had  occurred  without  thought  of  or  reference  to  its  reactions 
upon  the  Monetary  Union,  this  did  not  become  clear  to  the  public 
in  any  of  the  three  countries.  And  when  the  disparity  between  the 
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currencies  came  to  light  the  consequence,  therefore,  was  an  astonish- 
ment and  an  irritation  which  were  only  natural ; this  showed,  at  the 
same  time,  it  is  true,  to  how  great  an  extent  the  unity  of  Scandi- 
navian currency  conditions  had  come  to  be  regarded  as  part  of  the 
natural  order  of  things. 

As  the  Scandinavian  countries  were  in  many  ways  differently 
influenced  by  the  War,  it  was  only  natural  that  their  monetary  de- 
velopments should  also  diverge.  Rut  it  is  not  the  object  of  the  pres- 
ent investigation  to  explain  monetary  developments  in  the  neigh- 
boring countries;  and  a few  suggestions  must,  therefore,  suffice. 
Already,  during  the  years  just  before  the  War,  Denmark  and 
Norway,  as  was  mentioned  in  the  first  chapter,  had  had  some  diffi- 
culty in  kce])ing  their  currencies  at  par,  as  compared  with  that  of 
Sweden,  and  this  had  shown  itself  in  an  increasing  influx  of  Danish 
and  Norwegian  notes  into  Sweden,  as  the  easiest  form  of  compensa- 
tion, when  the  method  of  selling  drafts  at  par  upon  the  central  banks 
of  the  other  countries  had  been  discontinued.  From  an  almost  com- 
plete equilibrium  in  1910  the  excess  of  notes  from  Denmark  and  Nor- 
way rose  to  kr.  10,000,000,  kr.  29,000,000,  and  kr.  38,000,000,  re- 
spectively, in  the  years  1911-1913.  During  the  War  this  rather  faint 
j^re-war  tendency  was  increased  by  the  fact  that  the  war  boom 
reached  the  neighboring  countries  considerably  earlier  than  Sweden 
on  account  of  their  greater  nearness  to  the  great  conflagration.  Par- 
ticularly in  Denmark,  but  also  in  Norway,  brisk  conditions  on  the 
Stock  Exchange  came  earlier  than  in  Sweden,  which  finds  its  ex- 
})lanation  in  the  stronger  influence  of  the  situation  upon  sea-faring 
communities,  and,  consequently,  upon  their  monetary  conditions, 
when  such  a tendency  was  not  checked  by  the  necessary  restriction 
of  credit.  Ry  the  turn  of  the  year  1914-1915  Danish  shipping 
shares  were  generally  quoted  higher  than  before  the  outbreak  of  the 
^Var ; and  in  April-May,  1915,  the  tendency  of  speculation  on  the 
Danish  Stock  Exchange  was  already  marked;  while  it  assumed  al- 
most violent  ])roj)ortions  in  the  later  part  of  the  summer.  Norwegian 
conditions  were  similar  though  less  marked. 

During  1914  this  difference  in  developments  in  the  three  coun- 
tries of  the  monetary  union  did  not,  however,  appear  in  regard  to 
currency  conditions  otherwise  than  in  a further  increase  in  the  in- 
flux of  notes  to  Sweden,  so  that  the  excess  amount  rose  from  kr. 
38,00(),0()()  to  kr.  45,()00,0()0,  wholly  in  Danish  notes.  This  meant 
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that  tlie  country  which  experienced  the  most  serious  fall  in  the  value 
of  money,  i.e.,  Denmark,  did,  to  a certain  extent,  inlluence  Sweden 
in  the  same  direction ; and  if  this  had  been  allowed  to  continue  no 
disairreement  between  the  different  currencies  would  have  been  neces- 
sary,  but  the  ecpiilibrium  in  that  case  would  have  been  ke])t  by  the 
fact  that  that  country,  the  currency  of  which  was  most  at  a discount, 
would  have  carried  the  other  two  with  her.  This  develo])inent  pre- 
supposed, however,  the  unconditional  acceptance  of  notes  at  j)ar  all 
over  the  Union ; and,  as  I have  said  in  my  introductory  chapter, 
Sweden  had  never  bound  herself  to  this. 

What  followed,  then,  was  a foregone  conclusion.  Even  in  the  be- 
ginning of  1915  it  was  noted  in  the  xlffdrsvdiiden  of  January  13, 
that  in  the  money  in  circulation,  “as  everyone  has  observed,”  to  an 
unusual  degfree  Danish  bank  notes  were  in  evidence,  ^knd  for  the 
first  time  this  resulted  in  registering  an  influence  upon  the  exchange, 
so  that  Danish  bills  in  the  open  market  were  quoted  at  99,  90,  or  at 
a discount  of  1 per  mill.  A passing  rise  in  the  strongest  foreign  cur- 
rencies later  in  the  year,- — in  July  and  August, — began  in  Denmark, 
and  then  made  itself  felt  in  Sweden.  The  pressure  upon  the  unity  of 
Scandinavian  currencies  became,  consequently,  more  and  more  pow- 
erful; and  early  in  the  autumn  Danish  exchange  dropped  definitely 
to  a discount  in  the  open  market  in  Stockholm,  to  be  slowly  followed 
by  Norwegian  exchange.  The  official  quotations,  as  usual,  were 
slower  to  change;  but  from  October  9 they,  too,  were  at  a discount 
conq)ared  with  Danish;  and  in  December  the  same  became  true  of 
Norwegian  exchange.  The  lowest  official  quotations  during  1915 
rc})rescnted  discounts  of  21/2  1^/4  pci'  cent,  respectively.  The 

influx  of  notes  from  Denmark  had  continued  during  that  time,  no 
doubt  jjrincipally  before  the  discount  in  Stockholm  quotations 
ended  all  the  attractions  of  sending  notes,  which  were  usually  quoted 
even  somewhat  below  bills.  The  excess  amount  of  Danish  and  Nor- 
wegian notes  sent  back  by  the  Riksbank  to  their  respective  coujitries 
during  1915  rose  as  high  as  kr.  72,()00,000,  compared  with  kr. 
45,0()(),()()()  in  1914.  This  represented  an  exclusive  increase  in  Dan- 
ish notes. 

There  remained,  however,  one  chance  for  Denmark  and  Norway 
to  nullify  the  difference  in  the  exchanges,  viz.,  by  sending  gold,  and 
above  all  Scandinavian  gold  coins,  which  were  legal  tender  in  Swe- 
den. If  this  had  been  profitable  to  them,  it  would  have  been  the  cheap- 
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est  form  of  payment,  but  this  was  not  the  case  till  the  Swedish  cur- 
rency had  reached  or  exceeded  gold  parity.  When  the  currencies  of 
the  neighboring  countries  also  reached  the  same  position,  i.e.,  from 
about  the  turn  of  the  year  1915-1916,  all  alike  had  to  count  upon 
an  influx  of  gold  from  other  countries ; and  this  would  clearly  in- 
crease the  temptation  of  Denmark  and  Norway  to  reconstitute  inter- 
Scandinavian  parity  by  gold  exports  to  Sweden.  The  embargo  upon 
gold  must,  consequently,  prove  ineffective,  so  long  as  the  Monetary 
Union  made  it  possible  for  the  two  other  parties  to  it  to  procure 
gold,  and  above  all  Scandinavian  gold  coin,  for  Sweden. 

The  duty  of  the  lliksbank  to  purchase  gold  at  par  was  not,  in  any 
way,  guaranteed  in  the  IMonetary  Convention,  but  this  held  in  the 
case  of  free  minting;  and  the  abolition  of  the  first-named  stipulation 
only,  the  obligation  of  the  Central  Bank  to  buy  gold — remained  in- 
effective, in  so  far  as  it  was  lawful  for  anyone  to  send  gold  to  the 
IMint.  A })rohibition  of  import  would  have  been  enough  to  prevent 
this,  it  is  true,  because  bullion  certainly  did  not  exist  to  any  appre- 
ciable extent  outside  the  lliksbank.  But  in  order  to  be  of  importance 
such  a prohibition  of  import  would  also  have  had  to  include  Scandi- 
navian gold  coin ; for  otherwise  gold  from  other  countries  would  be 
minted  in  Denmark  and  Norway  and  thence  enter  Swedish  circula- 
tion as  legal  tender.  A prohibition  of  import  of  legal  tender  would, 
on  the  other  hand,  have  been  considered  too  unnatural ; and  so  it 
came  about  that  the  Mint  and  the  lliksbank,  instead  of  the  bounda- 
ries, were  closed  against  gold.  Even  this  made  an  agreement  with 
Denmark  and  Norway  necessary,  however.  It  was  only  natural  that 
the  new  polic}',  which  meant  a free  currency,  was  not  workable  with- 
out either  the  abolition  or  the  real  alteration,  of  a monetary  union 
which  had  j)resup])oscd  a Gold  Standard.  The  latter  alternative, 
that  is  to  say,  the  enrollment  of  Denmark  and  Norway  in  the  policy 
c)f  the  cml)argo,  was  what  everyone  was  hoping  for  in  Sweden. 

To  the  other  ]>arties  to  the  IMonetary  Union  the  situation  ap- 
])oared  in  a different  light,  however.  With  them  the  economic  discus- 
sion, which  in  Sweden  had  ]>receded  the  embargo  upon  gold,  had  had 
no  real  counterpart ; nor  did  their  central  banks  appear  to  be  as  much 
averse  to  unlimited  ]nirchases  of  gold  at  par  as  was  the  Swedish 
lliksbank.  The  change  in  Sweden,  therefore,  appears  to  have  come 
rather  as  an  unwelcome  sur])rise  to  the  other  two  countries;  and 
what  might  be  expected  to  put  the  chief  ])ressure  upon  their  au- 
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tliorities  to  accede  to  the  Swedish  policy  was  the  desire,  therel)}^  to 
make  away  with  the  premium  upon  Swedish  currency,  wliich  was 
looked  upon  with  great  and  quite  natural  annoyance.  As  a matter 
of  fact,  however,  this  was  a very  insecure  foundation  to  build  upon ; 
for  even  an  embargo  in  all  three  countries  would  not  create  a guar- 
antee that  the  appreciation  as  compared  with  gold  would  be  the 
same  in  all  three  countries;  and  so  long  as  this  was  not  guaranteed 
there  was  no  security  for  an  inter-Scandinavian  parity.  At  this 
point  the  consequences  of  the  fact  that  no  new  norm  had  been  sub- 
stituted for  gold  parity  accordingly  came  to  light  at  once.  It  was, 
therefore,  in  no  way  surprising  that  an  agreement  should  be  diffi- 
cult to  arrange ; but  this  undeniably  sheds  a strong  light  upon  the 
difficulties  of  a monetary  union  during  a period  of  disturbance  in 
monetary  matters. 

The  Danish  and  Norreegian  Gold  Embargoes  of  1916. 

The  nearest  starting  point  for  an  agreement  was  the  introduction 
of  an  embargo  in  Denmark  and  Norway.  This  was  effected  in  Nor- 
way on  A])ril  15,  and  in  Denmark  two  days  afterward.  On  April  28 
free  minting  could,  consequently,  be  abolished  in  Sweden.  But  the 
Monetary  Convention,  as  such,  remained  unchanged  and,  conse- 
quently, all  Scandinavian  coins  remained  legal  tender  throughout 
the  Union.  As  the  embargo  had  not  guaranteed  any  definite  value 
to  the  currency  to  be  effective,  the  embargo  had,  however,  to  be  suji- 
plemented  by  an  agreement  which  prevented  the  influx  of  Scandi- 
navian gold  coins  from  such  countries  as  kept  their  currencies  lower 
than  those  of  their  fellows.  But  for  this,  the  country  with  the  lowest 
currency  would  always  have  been  able  to  prevent  the  rest  from  keep- 
ing their  currencies  above  the  old  parity.  On  the  other  hand,  it  is  quite 
clear  that  if  there  was  an  agreement  to  prevent  inter-Scandinavian 
movements  of  Scandinavian  gold  coin,  the  guarantee  for  a parity  had 
also  disappeared.  This  dilemma  was  impossible  to  esca]>e,  unless  the 
currency  was  bound  to  some  common  norm,  or  the  mutual  independ- 
ence of  the  currency  policy  of  the  three  central  banks  was  otherwise 
abolished. 

The  formal  solution  was  found  in  the  prohibition  of  exports  of 
gold,  which  had  remained  in  force  in  all  three  countries  even  after 
their  exchanges  had  become  at  a premium.  By  the  end  of  February, 
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1916*,  representatives  of  the  three  banks  had  agreed  in  Stockholm 
that  export  licenses  for  gold  should  not  be  recommended  by  any  of 
the  hanks  without  having  first  been  discussed  among  them.  No  for- 
mal obligation  to  prevent  gold  exports  could  be  laid  upon  the  banks, 
as  that  lay  within  the  province  of  the  Government,  and  the  govern- 
ments of  the  three  countries  had  had  nothino;  to  do  with  the  affree- 
ment.  On  this  rather  weak  basis  the  embargo  policy  was  now  to  be 
carried  out. 

In  February  the  discount  disappeared  in  the  case  of  Danish  and 
Norwegian  exchange,  not  only  on  bills  but  also  on  notes;  and  the 
IMonetary  Union  so  far  appeared  to  have  come  to  life  again.  In 
April  and  May  Norwegian  exchange  was  even  at  a small  premium 
ill  Stockholm.  Either  the  monetary  situation  was  at  that  time  the 
same  in  all  countries,  or — which  appears  more  probable — the  specu- 
lators considered  parity  now  to  be  guaranteed,  and,  consequently, 
made  it  the  basis  of  their  calculations ; gold  movements  at  least  had 
nothing  to  do  with  it.  But  this  situation  remained  for  less  than  half  a 
year.  By  the  beginning  of  August  Danish  exchange  was  again  at  a 
discount  in  Stockholm.  Before  the  end  of  the  month  it  was  followed 
by  Norwegian.  And  thereafter — in  the  period  studied  in  the  present 
treatise — parity  between  Swedish  currency  on  one  hand,  and  Danish 
and  Norwegian  on  the  other,  never  reappeared.  At  the  turn  of  the 
year  1916-1917  the  discount  had  become  considerably  greater  than 
before  the  embargo;  officially  it  was  respectively  6]/2  4)%^  per 

cent,  and  in  the  ojien  market  it  was  even  more.  Under  this  pressure 
the  agreement  of  February  could  not  be  maintained,  and  a new  in- 
flux of  gold  from  Denmark  began.  In  September,  1916,  it  reached 
kr.  5,5()0,()()0 ; and,  in  all,  in  1916  it  was  probably  kr.  20,600,000.^ 
For  the  formal  embargo  had  not  kept  Denmark  or  Norway  from 
continuing  to  receive  gold.  In  Denmark  the  imported  gold  had,  ac- 
cording to  the  rej)orts  of  the  IMint,  been  minted  on  a great  scale  and, 
according  to  the  express  declaration  of  the  Swedish  Riksbank,  had 
been  sent  to  it  against  its  explicit  desire,  on  the  strength  of  the 
Monetary  Convention.  According  to  Danish  rc})orts  this  was  done 
at  the  instance  of  the  Bank  of  Norway’,  in  order  to  liquidate  its  debt 
to  the  Swedi.sh  Riksbank,  the  Danish  Bank  being  in  debt  to  the 

' To  tlie  increase  in  assets  in  Seandinavian  gold  coin  in  the  Riksbank  there 
has  always  here  been  added  tlie  gold  given  out  for  use  in  industry,  because 
this  appears  to  have  been  paid  in  coin. 
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Norwegian.  It  followed  from  this  that  the  Riksbank  had  had  to  buy 
gold  at  par  in  Swedish  money,  in  spite  of  the  possibility  of  getting 
it  from  other  countries  much  more  cheaply ; and  in  the  eyes  of  the 
Rank  this  was  the  most  serious  part  of  the  matter. 

The  Agreement  of  1917. 

Such  a situation  could  hardly  last,  for  the  results  of  the  embargo 
to  Sweden  had  been,  to  a great  extent,  neutralized,  without  inter- 
Scandinavian  })arity  having  reappeared.  In  Sweden  the  idea  of  re- 
nouncing the  Union  altogether  was  then  near  at  hand;  and  at  the 
instance  of  the  Riksbank  Professor  Davidson  drew  up  a memo- 
randum in  which  he  came  to  the  conclusion  that  Article  IX  of  the 
Convention,  which  spoke  of  the  coinage  as  being  legal  tender  in  all 
three  countries,  ought  to  be  abrogated,  and  that  that  j)art  of  Article 
XIII  which  referred  to  free  minting  for  private  persons  should  also 
be  revoked ; the  legal  character  of  the  coins  of  one  country  when  in 
another  would  afterward  have  to  be  regulated  through  a separate 
agreement.  In  the  first  half  of  February,  1917,  the  directors  of  the 
Riksbank  sent  the  Swedish  Government  a rather  sharply  worded 
statement,  in  which,  after  referring  to  their  usual  motive  for  the 
embargo,  they  proposed  negotiations  looking  to  an  alteration  of  the 
Convention  in  the  sense  foreshadowed  by  Professor  Davidson,  as  also 
an  agreement  between  the  governments  not  to  allow  exports  of  Scan- 
dinavian gold  coin  before  the  end  of  the  negotiations.  At  a confer- 
ence in  Stockholm  on  April  17,  1917,  the  final  result  was  a milder 
measure,  however,  i.e.,  the  three  governments  were  to  allow  no  ex- 
ceptions from  the  prohibition  of  exports  of  gold,  and  not  to  abrogate 
the  prohibition  without  further  communication  with  the  other  coun- 
tries in  the  Union.  The  Swedish  Government  agreed  to  this  proposal 
at  once,  and  the  other  two  followed  somewhat  slowly,  on  June  22 
and  July  IJ  respectively.  Denmark  and  Sweden  decided  that  the  ar- 
rangement should  be  subject  to  three  months’  notice.  Rut  Norway, 
on  the  other  hand,  while  expressing  its  intention  of  following  the  new 
policy,  ex{)licitly  retained  its  formal  right  to  abolish  the  prohibition 
of  export  of  gold  at  any  time.  And  then  only  did  it  become  })ossible 
for  Sweden  to  make  the  embargo  effective. 

The  minting  figures  of  the  Danish  Royal  Mint  show  quite  clearly 
that  the  obstacle  which  had  before  grown  out  of  the  Monetary  Union 
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had  now  disappeared.  For  during  the  current  years  the  following 
amounts  were  minted : 

April  1-March  31,  1915-1916— kr.  10,650,000 

1916- 1917— kr.  28,010,000 

1917- 1918— kr.  1,330,000 

And  from  then  no  gold  whatever  was  minted. 

The  Effects  from  the  Point  of  View  of  the  Rikshank. 

In  spite  of  this  it  must  be  said  that  the  object  of  Sweden’s  policy 
was  not,  in  an}^  sense,  attained.  In  order  of  time  this  belongs  to  the 
next  chapter ; we  shall  illustrate  here  only  the  development  of  gold 
movements  as  the  outcome  of  this  phase  of  the  influence  of  the  IMone- 
tary  Union  uj^on  currency  policy. 

Examining  the  changes  in  assets  in  Scandinavian  coin  in  the 
Rikshank,  a continuous  increase  appears  up  to  the  end  of  I91T.  For 
the  whole  calendar  year  the  increase  Avas  kr.  36,4-10,000,  to  Avhich 
must  he  added  kr.  1,300,000  devoted  to  industrv,  so  that  the  total 
increase  must  have  been  kr.  37,740,000.  And  of  this  increase  not  less 
tlian  kr.  123,530,000,  or,  including  gold  used  in  industry,  about  kr. 
24,000,000,  was  made  in  that  part  of  the  year  which  came  after  the 
end  of  duly,  Avhen  the  new  Convention  had  been  accepted  by  all 
])arties.  This  cannot  have  been  the  result  of  minting  within  the  coun- 
try, because  nothing  of  the  sort  took  place  in  Sweden  at  any  time 
during  the  War ; and  it  must  be  held  to  be  a fact  that  considerable 
amounts  of  Scandinavian  gold  coins  entered  the  country  even  after 
the  Convention  of  1917.  On  the  other  hand,  it  is  generally  agreed 
that  Denmark  and  Norway  acted  quite  loyally  in  the  matter,  and  the 
ex])lanation  must,  consequently,  be  that  tlie  Rikshank  took  in  this 
gold  of  its  own  free  will.  This  phenomenon  was  the  more  surprising 
in  so  much  as  it  meant  the  voluntaiT  receipt  of  payments  in  gold 
at  the  mint  price  during  exactly  that  period  in  which  Swedish  cur- 
renev  Avas  most  of  all  at  a premium ; during  September,  October, 
and  November,  1917,  AA'hen  the  greater  j)art  of  the  imports  AA'ere 
made,  the  dollar  Avas  at  a discount  in  Stockholm  of  20.6,  28.2,  and 
31.6  ])er  cent,  taking  monthly  averages,  and  on  some  days  the  dis- 
count Avas  even  greater.  Looking  for  an  explanation  of  this  paradox, 
it  can  he  found  in  the  eagerness  of  the  Rank  to  increase  its  gold 
i-eserves  (in  vieAV  of  the  strong  relative  decrease  of  this  reserve)  as 
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a foundation  for  an  increase  in  the  note  issue ; and  the  Rank  was 
willing  to  do  this  even  with  the  help  of  the  expensive  Scandinavian 
gold,  when  gold  in  other  forms  was  not  for  the  moment  available  or 
was  not  believed  to  be  available.^  For  this  purpose  the  Rank  had, 
consequently,  given  up  even  that  advantage  which  had  been  the  rea- 
son for  its  strongest  opposition  to  allowing  the  character  of  the 
Monetary  Union  to  stand  unchanged. 

The  other  original  viewpoint  and  attitude  of  the  Riksbank  with 
regard  to  the  embargo — the  uselessness  of  an  increase  of  the  gold 
reserve — became  of  even  less  influence  upon  its  gold  policy;  for  gold 
imports  were  not  restricted  to  Scandinavian  coin.  Even  before,  when 
the  Riksbank  tried  to  keep  out  gold  coin  by  every  means,  tbe  same 
phenomenon  had  occurred,  i.e.,  an  im])ort  of  other  forms  of  gold; 
this  sort  of  import  went  back  to  the  time  of  the  beginning  of  the 
pi-emium  on  Swedish  currency.  During  1915  it  had  been  almost  kr. 
lb*,0()(),()()0  and  during  191(i  above  kr.  41,000,0()().  The  following 
small  table  will  show  developments  during  the  different  periods 
which  are  of  importance  for  our  purpose;® 


Gold  Imports:  1915-1917,  in  hr.  1,000,000. 


In  Scandinavian 

Gold  in 

Total 

currency 

other  form.’! 

During  the  years  1915,  1916,  and  1917  59.11 

81.57 

140.68 

from  tlie  gold  embargo  of  February,  1916, 

to  the  end  of  1917  59.00 

29.80 

88.80 

From  August,  1917,  to  the  end  of  the  year  24.07 

16.29 

40.36 

In  the  light  of  these  figures  the  explanation  of  the  causes  of  de- 
velopments given  principally  by  Professor  Cassel  is  easy  to  under- 
stand, namely,  that  it  was  not  the  influx  of  Scandinavian  coin  which 
had,  even  before  the  agreement  of  1917,  been  the  real  reason  for  the 

^ A .study  of  the  monthly  statements  of  the  Riksbank  for  September  to 
December,  1917,  will  show  that  the  imports  of  gold  coins  and  those  of  other 
gold,  as  a rule,  occurred  during  different  months;  imports  of  the  first  char- 
acter during  Se])temher  and  October,  consequently,  were  caused  by  the  fact 
that  tlie  Bank  directors  did  not  venture  to  wait  for  the  large  imports  of  otlier 
gold  which  occurred  in  December.  The  unused  margin  of  the  right  of  note 
issue  was  at  its  lowest  at  the  end  of  September,  standing  at  6.36  per  cent. 

® Gold  given  out  for  use  in  industry,  considered,  as  before,  as  a deduction 
from  the  amount  of  minted  gold,  lias  been  distributed  equally  over  tlie  year; 
but  its  influence  is  negligible. 


200 


SWEDEN  IN  THE  WORLD  WAR 


increase  of  the  gold  reserve.  It  is  possible,  however,  that  the  con- 
trollers of  the  Rank  had  considered  the  increase  of  gold  inevitable, 
so  long  as  Scandinavian  gold  could  not  effectively  be  left  out,  and 
had,  in  such  a situation,  allowed  the  depression  of  the  premium  on 
Swedish  currency  to  be  effected  by  the  help  of  cheap  imports  of  gold 
from  other  countries,  in  preference  to  expensive  gold  imports  from 
Scandinavia.  It  must  be  said,  however,  that  the  continuation  of 
strong  gold  imports  after  the  beginning  of  August,  1917,  rather 
argues  against  such  a supposition ; and  the  conclusion  so  far  must 
be  that  the  controllers  of  the  Bank  had  been  unwilling  to  use  the 
emljargo  upon  gold  in  the  interests  even  of  those  objects  which  they 
had  set  up  for  themselves  when  the  new  line  of  policy  was  resolved 
upon  in  February,  1916.^ 

From  a general  economic  point  of  view  these  objects  were  of  sub- 
ordinate im])ortance,  however ; the  important  thing  was  something 
else — the  influence  of  the  policy  upon  the  monetary  system  and  gen- 
eral economic  life  of  Sweden.  When  the  question  is  put  in  that  form, 
the  reply  becomes  considerably  more  complicated  than  before.  In 
order  to  find  an  answer  it  will  be  necessary  to  go  back  to  the  begin- 
ning of  the  period  now'  under  discussion,  the  time  just  after  the  in- 
auguration of  the  embargo  in  February,  1916. 

The  Influence  on  the  Value  of  Money. 

The  fall  in  the  internal  value  of  Swedish  money  was  absolutely 
uninterrupted  after  the  embargo  in  February,  1916;  the  speed  of 
its  fall  was  even  increased  not  a little,  as  compared  with  most  of 
191  5,  so  far  as  the  wholesale  price  index  can  be  considered  reliable. 
This  will  he  seen  from  the  relative  rise  in  prices  for  each  quarter, 
computed  on  the  basis  of  the  situation  in  the  quarter  just  before: 


Wholesale  Trice  Index,  1915-1916. 

1st  Quarter 

2d  Quarter  3d  Quarter 

4th  Quarter 

1915 

12.5 

5.9  2.8 

5.1 

1916 

5.8 

6.7  9.1 

9.1 

It  is,  on  the  other  liand,  just  possible  that  the  purchases  of  gold  had 
different  motives  before  and  after  tlie  beginning  of  August,  1917 — during 
tlie  earlier  period  the  impossibility  of  keeping  out  Scandinavian  gold,  and 
during  tlie  later  jicriod  the  wish  to  increase  the  gold  reserve  at  any  price.  It 
seems  imjiossible  for  the  man  in  the  street  to  decide  between  these  two  possi- 
bilities. 
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From  the  autumn  of  1915  not  only  the  price  level  but  also  the 
note  circulation  increased ; up  to  the  armistice  it  was  an  exception 
to  find  any  single  month  showing  a lower  figure  than,  or  even  the 
same  figure  as  that  of  the  preceding  month  (Diagrams  II  and  III). 
As  the  diagrams  show,  this  did  not  keep  the  increase  in  })rices  from 
being  constantly  greater  than  that  of  the  note  issue,  it  is  true,  so 
that  the  spread  between  the  two  curves  was  continuously  growing; 
but  in  contrast  with  the  earlier  period  not  only  one  but  both  were 
now  increasing.  The  wholesale  price  index  for  the  last  quarter  of 
1916  showed  a figure  double  that  of  pre-war  times,  while  the  note 
issue  showed  an  increase  of  t\\  o-thirds. 

With  regard  to  the  difference  in  increase  of  note  issue  and  jjrice 
level,  the  exj)lanations  given  before  continue  to  hold  good,  though  to 
an  increased  extent  both  positively  and  negatively.  In  the  field  of 
production,  this  was  the  situation ; the  volume  of  industry  was  com- 
puted to  be  even  higher  than  during  1915,  no  less  than  109  per  cent 
of  the  figure  for  1913  (the  highest  record  reported  up  to  1925).  On 
the  basis  of  the  figures  for  the  value  of  industrial  products  in  1916 
the  excess  over  1913  may  be  reckoned  in  money,  at  the  j)rice  level  of 
the  year,  at  something  like  kr.  290,000,000.  The  harvest  was  high  in 
total  food  values  but  may  have  represented  a slightly  reduced  demand 
for  money ; as  grain,  the  most  important  product  sold,  had  decreased 
by  some  9 ])er  cent.  Some  deductions  will  also  have  to  be  made, 
first,  for  the  amount  of  goods  at  the  disposal  of  the  Swedish  people, 
on  account  of  the  less  useful  channels  of  production  outside  and 
within  the  country,  as  compared  with  pre-war  conditions,  and  also 
because  of  the  high  inward  freights.  Rut,  on  the  other  hand,  a cer- 
tain amount  must  also  be  added  to  the  kr.  290,000,000,  on  account 
of  the  more  remunerative  price  relation  between  imported  and  ex- 
ported goods,  including  the  heavy  gains  from  shipping.  The  I'esult 
of  all  these  factors,  the  last  of  which  can  hardly  be  computed,  was 
])robably  not  a total  deduction  from  1913  figures,  but  rather  an 
increase  above  the  amount  which  represented  the  increase  in  the 
volume  of  industrial  production.  Rut  the  balance  was  completely 
changed  by  the  export  of  capital,  which  was  simply  enormous,  con- 
sidering Swedish  conditions.  According  to  a computation  given 
below  it  was  something  like  kr.  670,0()(),()00 ; this  several  times  ex- 
ceeded the  excess  which  may  have  resulted  from  the  items  given  be- 
fore. To  find  a figure  which,  even  comparatively,  gives  the  exact 
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result  for  all  these  factors  is  impossible ; but  in  order  to  give  a gen- 
eral impression  of  its  magnitude  a computation  has  been  made  in  the 
following  note.  The  result  will  be  found  to  be  that  the  deviation  of 
the  price-level  increase  from  the  increase  of  note  circulation  during 
1916  is,  to  the  extent  of  something  like  one-balf,  attributable  to  a 
scarcity  of  goods.® 

The  rest  of  the  explanation,  consequently,  must  come  from  the 
side  of  money ; it  consists  partly  in  an  increased  velocity  of  circula- 
tion, partly  in  an  increased  use  of  payment  by  check;  the  latter  is 
ex])lained — tbougb  not  measured — by  the  fact  that  the  deposits  on 
current  account  with  private  banks  during  1916  rose  by  76  per  cent, 
as  compared  with  an  increase  of  total  deposits  of  only  25  per  cent, 
and  of  the  note  issue  of  47.4  per  cent. 

The  consequences  of  the  deterioration  of  money  bad  now  begun  to 
show  in  full  force  in  every  direction.  Stock  Exchange  operations 
(Diagram  XII)  increased  almost  without  interruption  throughout 
the  whole  year ; not  making  corrections  for  changes  in  the  value  of 

® The  figures  for  industrial  production  in  1916  are  put — too  high,  it  is 
true — by  official  statistics  at  kr.  3,478,000,000.  As  the  volume  was  said  to 
represent  109  per  cent  of  1913,  this  would  mean,  given  an  unchanged  aver- 
age relation  between  the  values  of  different  products,  an  increase  in  value  of 
X kr.  3,478,000,000  in  the  prices  of  the  year,  i.e.,  kr.  288,000,000. 
Against  this  stands  the  export  of  capital,  kr.  670,000,000.  Both  factors  to- 
gether would  result  in  a net  decrease  of  goods  to  the  value  of  kr.  380,000,- 
000.  In  order  to  measure  the  influence  of  this,  the  national  income  must  be 
com))uted:  it  has  been  put  at  kr.  4,410,000,000.  The  decrease  of  goods  repre- 
sents 8.6  per  cent  of  this;  the  real  national  income  will  then  be  91.4  per  cent 
of  that  of  1913.  Under  unchanged  monetary  conditions  this  would  have  led 
to  an  increase  in  prices  equal  to  100  x 100/91.4  or  109.41  per  cent  of  the 
])re-war  level.  As  the  average  index  of  circulation  for  the  year  was  154.5, 
the  average  j)rice  level  on  account  of  the  decrease  of  goods  would  have  risen 
to  1.09  H X 151.6  or  169.4  per  cent  of  the  pre-war  figure.  The  wdiolesale 
price-index  figure,  as  observed,  is  now  184.75;  the  difference  between  whole- 
sale i>rice  and  circulation  indexes  being,  consequently,  30.5;  and  this  differ- 
ence a])])ears  to  be  ratber  evenly  divided  between  changes  on  the  part  of 
commodities  and  those  changes  on  the  side  of  money  which  had  occurred 
outside  the  increase  of  note  circulation.  In  this  conq)utation  matters  have 
been  simplified  in  many  respects,  however;  e.g.,  the  value  of  the  national 
income  and  the  value  of  all  the  services  and  j)roducts  of  a country  have  been 
regarded  as  identical,  though  the  last  named,  as  a matter  of  fact,  includes 
also  wliat  is  substituted  for  means  of  production  that  have  been  used  up.  No 
more  tlian  such  a tendency  can,  consequently,  be  shown  by  this  computation. 
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money,  the  turnover  was  trebled  between  the  first  and  the  second 
quarter,  and  doubled  if  not  trebled  again  between  the  third  and 
the  fourth.  Compared  with  1915  the  turnover  increased  almost 
twelve  times ; even  when  reduced  to  the  basis  of  an  unchanged  value 
of  money,  i.e.,  of  wholesale  prices,  it  increased  nine  times.  Upon  the 
latter  computation,  the  figure  for  the  last  year  of  good  trade  before 
the  War,  or  191!^,  had  been  almost  reached,  that  is,  the  uncorrected 
figures  had  been  nearly  doubled.  Rut  even  this  does  not  give  a true 
impression  of  the  psychological  effects  of  the  change;  for  the  re- 
versal now  came  with  a violence  without  counterpart  in  earlier  times, 
and  it  occurred  during  a period  of  increased  scarcity  of  food  in  the 
case  of  the  great  majority,  and  general  anxiety  with  regard  to  the 
future.  The  flotation  of  shares  in  both  old  and  newly-created  com- 
[)anies  increased  also.  (Diagrams  XIII  and  XI represent  this  in- 
adecjuately  because  many  stocks  were  issued  above  par.)  Rut  it  is 
significant  that  several  new  issues  by  the  same  company,  in  this  one 
year,  constituted  nothing  exceptional  for  the  time.  This  being  the 
situation,  it  goes  without  saying  that  the  reports  from  the  Stock 
hixchange  spoke  of  boom  conditions  with  very  few  and  very  brief 
reverses.  A mushroom  growth  of  new  brokerage  firms  was  also  char- 
acteristic of  the  excess  of  money ; they  speculated  in  scrip  them- 
selves, and  helped  the  general  public  to  do  so.  Rank  loans  upon  com- 
])any  shares,  as  collateral,  pointed  the  same  way;  in  1916  they  rose 
by  kr.  182,0()0,0()(),  or  more  than  any  other  form  of  loan.  No  less 
significant  are  the  developments  in  the  opposite  direction,  in  the  case 
of  bond  issues.  Though  they  continued  to  grow  somewhat  in  nominal 
amount,  the  figure  for  1915  represented  the  maximum  on  the  basis 
of  an  unchanged  y)rice  level.  A backward  movement  began  in  1915 
and  was  to  continue ; and  the  newspapers  were  repeatedly  discussing 
the  difficulty  of  finding  purchasers  for  the  new  loans  of  the  State 
and  of  ])rivate  firms — the  great  imports  of  Swedish  bonds  from  for- 
eign ])arts  contributing  to  this  tendency,  it  is  true. 

Discount  Policy. 

A diagnosis  of  the  development  of  Swedish  economic  life  during 
1916  could,  therefore,  hardly  be  doubtful;  the  only  thing  which 
might  be  in  doubt  was  the  remote  causes  behind  the  immediate  cause, 
the  excess  of  money. 
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In  that  connection  it  may  be  said  without  injustice  that  the  ac- 
tion of  the  lliksbank,  from  a general  monetary  point  of  view,  was 
broadly  the  same  as  if  there  had  been  no  embargo  upon  gold.  While 
not  only  the  price  level  but  also  the  note  circulation,  which  came 
nearer  to  the  heart  of  the  Riksbank,  rose  from  month  to  month,  the 
bank  rate  was  even  lowered  from  5^/2  to  5 per  cent,  and  the  redis- 
count rate  from  5 to  4-1/2  ])cr  cent,  on  April  30,  1916.  Only  after 
another  half  year — on  November  9 — was  the  old  rate  reintroduced. 
And  even  that  rate  had  earlier  accompanied  a marked  fall  in  the 
value  of  money.  It  now  stood  for  another  ten  months.  The  “abun- 
dant su])]jly  of  money”  was  so  generally  known,  and  was  in  more 
tboughtful  business  circles  looked  upon  with  such  great  anxiety, 
that  even  the  trade  journal  Affdrsvdrlden  proposed,  on  June  28, 
1916,  an  increase  of  the  rate,  not  only  for  deposits  but  also  for  loans, 
two  montbs  after  the  Riksbank  had  lowered  the  latter ; and  the  rea- 
son given  was  that  stock  quotations  had  already  discounted  a favor- 
able continuation  of  the  boom.  It  is  also  significant  that  the  large 
transactions  on  the  Stock  Exchange  were  spots  and  not  futures. 
Shortl}^  afterward  the  State  discounted  kr.  30,000,000  of  treasury 
bills  in  private  banks  and  afterward  kr.  20,000,000  with  the  Riks- 
bank, the  latter  at  the  instance  of  the  Bank  itself,  on  account  of  the 
great  supply  of  money.  But  if  the  Bank  controllers  expected  this  to 
have  any  influence  upon  the  excess  of  money  they  were  certainly 
disappointed.  For  the  temporary  increase  in  the  balances  of  the 
State  on  current  account  with  the  Riksbank  instantly  disappeared 
again,  as  the  money  was  used  for  state  expenditures  and  was,  con- 
sequently, again  put  into  circulation. 

The  Riksbank,  when  increasing  the  rate  to  its  old  level,  also  made 
use  of  one  of  those  measures  of  moral  suasion  against  financial  ruin 
which  were  to  become  more  and  more  frequent  as  time  went  on.  It 
sent  out  a warning  against  speculation,  and  called  upon  the  private 
banks  to  limit  credits  and  keep  down  the  amounts  lent  on  securities. 
This  measure  was  so  futile,  when  facing  the  trend  of  those  economic 
])owcrs  in  opposition  which  had,  to  a great  extent,  been  created  by 
monetary  ])olicy  itself,  that  the  Stock  Exchange  shortly  afterward 
became  the  scene  of  a new  boom  whicb,  toward  the  end  of  the  same 
month,  showed,  according  to  the  expression  of  the  Affdrsvdrldeii, 
“evidences  of  recklessness.”  The  remedy  that  lay  in  a restrictive  dis- 
count policy  the  controllers  of  the  Bank  declined  to  try,  which  was 
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natux-al  only  in  so  far  as  their  belief  was  founded  upon  the  impossi- 
bility of  raising  our  currency  above  par.  It  must  be  remarked,  even 
over  and  above  that,  that  the  Swedish  bank  rate  could  not  be  re- 
garded as  unimportant  with  regard  to  that  of  our  neighboring 
countries;  for  one  of  the  directors  of  the  Danish  National  Rank,  in 
October,  remarked  upon  the  increasing  indebtedness  of  the  Danish 
banks  to  Sweden  and  Norway,  and  this  might  be  exjxected  to  have 
driven  the  Danish  Central  Rank  to  counter  measures  if  it  bad  been 
stimulated  by  an  increase  in  the  Swedish  bank  rate.  As  the  danger 
under  the  one-sided  gold  embargo  which  prevailed  at  that  time  came 
from  the  neighboring  countries,  the  Swedish  discount  policy,  con- 
sequently, cannot  even  under  the  most  charitable  supposition  be  en- 
tirely disculpated  from  influencing  the  currency  in  a downward 
direction.  Judging  from  the  words  and  acts  of  the  controllers  of  the 
Rank,  both  in  the  preceding  and  in  the  following  periods,  it  appears, 
however,  that  their  principal  motive  was  another,  i.e.,  a belief  in  the 
inefficiency  of  a discount  policy  under  war  conditions. 

Foreign  Credits. 

The  policy  of  the  Rank  may  have  bad  influence  in  another  direc- 
tion also,  and  that  in  the  most  important  of  all,  i.e.,  economic  rela- 
tions with  foreign  countries,  though  the  connection  between  cause 
and  effect  is  much  more  doubtful  in  this  case.  Developments  during 
1916*  consisted  in  an  enormous  increase  in  that  tendency  to  export 
capital  which  bad  already  been  strong  before.  The  facts  will  first  be 
given,  so  far  as  they  can  be  ascertained. 

'riie  excess  of  exjxorts  for  1916  amounted  to  kr.  418,000,000, 
which,  even  if  the  fall  in  the  value  of  money  be  taken  into  account, 
means  almost  double  the  figures  of  the  year  before,  which  bad  been 
uniejue  at  that  time.  To  this  must  be  added  revenue  from  freights, 
set  down  at  almost  kr.  439,000,000,  even  when  taken  on  the  basis  of 
the  rise  in  prices,  about  one  and  one-third  the  figures  for  1915.  To 
these  must  be  added,  as  before,  on  one  side  the  gains  from  commerce 
and  commissions,  on  the  other  those  costs  which  were  laid  upon  neu- 
trals during  the  commercial  war,  and  which  bad  certainly  increased 
heavily  since  the  year  before.  If  these  two  items  are  reckoned  as 
ecjual  there  is  less  reason  than  before  for  supposing  the  figures  for 
capital  ex})orts  to  be  too  low.  The  assets  may,  then,  be  put  at  kr. 
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857.000. 000.  From  this  there  must  be  deducted  the  expenditures  of 
shijiping  in  foreign  countries,  computed  as  before  at  31  per  cent  of 
gross  freights  or  kr.  136,000,000;  and,  further,  Swedish  interest 
payments  to  other  countries  which,  after  the  great  imports  of  Swed- 
ish bonds,  cannot  be  put  higher  than  kr.  50,000,000,  making  deduc- 
tions of  kr.  186,000,000  in  all.  This  gives  a net  export  of  capital 
for  1916  of  something  like  kr.  670,000,000. 

Coming  next  to  the  routes  which  were  followed  by  capital  exports, 
what  first  meets  the  eye  is  an  import  of  securities  by  banks  and 
brokers  which  can  be  put  at  kr.  160,000,000.  To  that  may  be  added 
the  same  relative  amount  as  that  of  the  year  before,  increasing  the 
figure  to  kr.  185,000,000  at  least.  During  this  year  the  belligerents 
had  everywhere  begun  that  “mobilization”  of  stocks  of  neutral  bonds 
which  were  to  be  of  enormous  importance  to  financing  the  War;  and 
it  is,  therefore,  not  surprising  that  Swedish  imports  of  securities, 
even  after  a reduction  on  the  basis  of  the  rise  in  prices,  were  almost 
double  that  of  the  year  before. 

The  next  big  item  was  the  increase  in  the  foreign  assets  of  the 
banks ; but  the  amount  of  this  becomes  more  difficult  to  ascertain 
for  every  year  the  War  continued.  The  reasons  are  two,  first  and 
foremost,  that  nominally  internal  debts  due  to  the  banks  (to  an 
unknown  amount)  are  included  therein;  second,  the  successive  writ- 
ing-down of  the  foreign  currencies,  which  must  not  be  taken  into 
account  when  the  object  is  to  find  out  what  Sweden  had  put  at  the 
disposal  of  other  countries  without  corresponding  deliveries  on  their 
part.  Details  which  have  been  imparted  to  me  through  the  kindness 
of  some  of  our  big  banks  show  quite  clearly  that  this  writing-down 
was  done  in  a rather  arbitrary  way,  but  they  point  to  the  conclusion 
that  its  influence  during  1916  cannot  have  been  very  great.  The  offi- 
cial figure  for  the  increase  in  the  foreign  assets  of  the  banks,  kr. 

250.000. 000,  must,  therefore,  probably  be  increased  by  not  more 
tlian  tlie  nominally  Internal  assets  which  belonged  to  them ; but  the 
figure  for  this  it  is  impossible  to  state.  As  a minimum  kr.  50,000,000 
is  ]u-obable,  i.e.,  about  one-eighth  of  the  increase  in  such  loans  as  can 
largely  be  influenced  by  this  factor;  but  even  the  double  amount 
does  not  appear  improbable.  In  the  increase  of  banking  credits  a 
particular  credit  amounting  to  kr.  40,000,000,  for  French  pur- 
chases of  goods,  was  included ; it  was  a counterbalance  to  the  credit 
to  Germany  of  the  year  before,  but  had,  in  contrast  to  this,  as  a 
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collateral,  Swedish  bonds  in  French  hands.  The  third  item  was  gold 
imports  put  at  kr.  59,000,000.  The  minimum  figures  for  these  three 
groups  appear  to  have  been,  in  kr.  1,000,000: 


Imports  of  securities  (Foreign) 

183 

Increase  in  banking  assets 

300 

Imports  of  gold 

60 

Total 

515 

In  this  case  kr.  125,000,000  would,  at  the  outside,  have  remained 
for  financing  of  exports  directly  through  exporters,  that  is,  at  the 
utmost,  18.7  per  cent  of  the  total  capital  exports  and  probably  con- 
siderably less,  as  against  28  per  cent  in  1915.  This  change  is  char- 
acteristic, as  it  shows  that  credits  could  now  only  in  a decreasing 
degree  be  given  by  the  exhausting  of  sellers’  stocks  or  in  other  ways 
unconnected  with  the  monetary  system. 

That  this  development  was  unfortunate  was  admitted  in  business 
circles  at  the  time,  though  the  trouble  then  consisted  in  the  fall  in  the 
value  of  assets  in  foreign  currencies.  In  this  connection  the  impor- 
tant thing  is  the  relation  to  monetary  policy,  however.  It  is  clear  to 
every  searching  study  of  the  situation  that  the  low  hank  rate  in- 
creased the  total  amount  of  credits,  a result  which  is  also  in  agree- 
ment with  extensive  practical  experience.  Particularly  unfortunate 
was  one  objection  to  this,  to  the  effect  that  businesses  working  upon 
credit  during  the  War  were  far  too  profitable  to  be  deterred  by  any 
rate  which  was  within  the  range  of  possibility;  for  the  pressure 
would  have  been  put,  not  on  concerns  of  that  sort  but,  on  the  con- 
trar3y  on  such  as  were  working  under  difficulties,  and  for  whom  an 
increase  in  the  rate  of  interest  must  lead  to  a decrease  in  credit.  As 
a matter  of  fact  this  was  unconsciously  admitted  when  it  was  said — 
at  this  time  by  the  Governor  of  the  Bank  himself — in  words  that 
may  even  have  been  exaggerated,  that  a rise  in  the  hank  rate  would 
be  “an  increased  burden  in  all  those  Innumerable  cases  where  people 
were  dependent  u])on  credit  but  unable  to  profit  by  the  war  boom.” 

But  it  is  quite  another  question  whether  an  increase  in  the  bank 
rate  would  merely  have  hit  credits  to  foreign  countries,  and  not  other 
forms  of  credit  instead.  Such  a i-esult  does  not  follow  from  a general 
line  of  reasoning,  though  some  critics  of  the  Rikshank  appeared  to 
believe  so;  and  the  result  in  itself  was  doubtful,  to  say  the  least.  No 
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doubt  there  were  some  transactions  with  foreign  countries  wliich 
were  relatively  unreniunerative,  and  which  would,  consequentl3^,  have 
been  prevented  by  a rise  in  the  bank  rate ; but  it  ina^’  be  said  with 
perfect  certainty  that  this  held  good  only  in  regard  to  a very  small 
part  of  business  with  foreign  countries  under  the  war  boom.  Pro- 
fessor Davidson  pointed  out,  with  perfect  justice,  that  the  high  real 
rate  of  interest  in  the  belligerent  countries  must  generally  have  made 
credits  to  them  remunerative  even  under  quite  normal  monetary 
conditions.  A rate  of  interest  which  corresponded  to  an  unchanged 
price  level  in  Sweden  and  which  could,  consequently,  not  be  exceeded 
without  harm  to  us  would,  consequently,  be  unable  to  stop  credits 
to  foreign  countries.  And  even  over  and  above  that,  the  part  of 
export  business  which  by  far  predominated  over  the  rest  held  out 
such  unparalleled  chances  of  profits  in  the  eyes  of  exporters  them- 
selves— fictitiously,  as  time  would  prove,  it  is  true — that  the  Gov- 
ernor of  the  Bank  was  perfectly  right  when  he  said  with  regard  to 
transactions  of  that  sort,  that  business  people  would  not  be  deterred 
by  an  increase  in  the  bank  rate  of  1 or  2 per  cent. 

The  influence  upon  imports  of  securities  might  have  been  some- 
what greater,  it  is  true,  in  so  far  as  they  were  a starting  point  for 
the  giving  of  credits  and  not  its  consequence;  for  an  increased  jueld 
from  home  investments  would  have  made  purchases  of  bonds  from 
abroad  less  attractive.  But  even  in  this  case  it  holds  good  that  the 
belligerents,  on  account  of  their  incomparably  greater  scarcity  of 
ca])ital  and  their  unique  need  of  credits  from  neutrals,  would  have 
found  it  to  be  to  their  interest  to  sell  securities  even  at  a rate  which 
gave  neutral  buyers  a bigher  interest  than  the\"  could  find  in  their 
own  country,  after  the  bank  rate  there  had  been  raised  to  the  point 
required  by  the  monetary  situation.  The  most  favorable  result  here 
to  be  expected  would  probably'  have  been  that  an  unchanged,  or 
more  probably  somewhat  increased,  nominal  amount  of  bonds  would 
have  been  bought  more  cheaply,  possibly  for  a smaller  total  amount 
in  Swedish  currency.  But  even  if  the  result  had  been  still  more  favor- 
able, and  the  decrease  of  imports  of  securities  had  been  considerable, 
the  total  result  would  hardl\'  have  been  veiT  much  influenced  by 
that,  as  the  far  more  unwelcome  assets  in  foreign  countries  would 
])robably  have  increased  instead. 

I'ossibly  another  factor  may^  have  been  working  in  the  same  direc- 
tion. If  the  rise  in  the  world’s  ])rices  continuously’  originated  outside 
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Sweden,  this  would  constantly  influence  the  rate  of  exchange  be- 
tween Sweden  and  the  rest  of  the  world.  But  this  could  only  be 
effected  through  a continuous  excess  of  debts  due  to  Sweden ; for 
only  in  this  way  could  the  rate  of  exchange  be  adjusted  to  the  new 
level  of  relative  prices.  The  situation  would,  in  other  words,  have 
acted  as  a constant  premium  upon  imports  from  Sweden  into  foreign 
countries — the  reversal  of  the  situation  which  occurred  after  the 
War  in  regard  to  countries  like  Germany,  the  exchanges  upon  which 
constantly  preceded  the  internal  value  of  money  upon  its  downward 
road — the  thing  known  as  V alut a- dumping . It  is  a fair  supposition 
that  the  upheaval  of  the  world’s  monetary  conditions  did  in  this  way 
continue  to  exercise  an  influence  upon  the  Swedish  situation,  when 
the  embargo  upon  gold  had  prevented  an  influx  of  gold  from  work- 
ing in  that  direction ; but  it  appears  to  be  impossible  to  show  the 
existence  of  the  hearing  of  that  phenomenon  by  the  help  of  known 
facts.® 

At  all  events  it  appears  to  be  difficult  to  escape  the  conclusion  that 
a discount  policy  which  would  have  been  of  the  greatest  importance 
to  save  what  was  left  of  the  value  of  Swedish  money  would  have  been 
unable  to  do  anything  considerable  with  regard  to  foreign  credits, 
which  were  from  one  point  of  view  the  most  unwelcome  detail  in  the 
whole  situation,  because  they  emptied  the  country  of  goods  and  gave 
assets  of  a very  dubious  character  instead.  To  counteract  this  would 
have  required  something  more  than  the  usual  sort  of  discount  policy  ; 
either  extremely  rigorous  restrictions  upon  exports  and  sliipping, 
or  measures  in  the  monetary  field  which  were  directed  especially 
against  credits  to  foreign  countries.  The  last-named  solution  was  of 

® For  tliis  reason  I refrain  from  going  more  deeply  into  this  problem — 
originating  with  Professor  Davidson  (see  ne.xt  note).  It  must  be  pointed  out, 
however,  that  the  supposition  is  not  at  all  refuted  by  the  fact  tliat  the  Swed- 
ish price  level  rose  more  sharply  than  tliose  of  foreign  countries,  when  com- 
puted on  the  basis  of  the  rate  of  exchange.  For  in  so  far  as  this  was  the  re- 
sult of  an  increased  demand  for  Swedish  goods,  one-sided  increases  in 
freights,  and  so  on,  it  did  not  constitute  a disequilibrium,  an  “overvaluation” 
of  the  Swedish  currency;  and  there  is,  consequently,  nothing  in  this  to  gain- 
say the  supposition  that  the  Swedish  price  level  was  continuously  lagging 
behind  foreign  ones — that  the  Swedish  exchange  was,  as  a matter  of  fact, 
“undervalued,”  when  all  factors  are  taken  into  consideration.  But,  on  the 
other  hand,  no  positive  proof  of  this  can  be  found. 
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exce])tional  difficulty,  however,  and  had  not  by  this  time  led  to  any 
detailed  proposals/ 

Leaving  aside  the  general  discount  policy  the  Riksbank  helped 
to  grant  credits  to  foreign  countries  by  increasing  its  own  foreign 
assets  by  kr.  40,500,000  during  1916.  Tlie  advantage  of  this  to  the 
Bank  was  very  problematic,  to  say  the  least,  but  it  is  another  ques- 
tion wliether  the  influence  upon  the  value  of  money  was  worth  men- 
tioning, and  the  reasons  point  to  a negative  answer;  for  otherwise 
private  banks  would  probably,  at  a given  bank  rate,  have  increased 
their  own  foreign  assets  to  the  corresponding  amount. 

It  is,  lastly,  still  another  question,  if  the  gold  embargo  in  itself 
had  had  any  influence, — not  upon  the  amount  of  capital  exports, 
but  upon  their  form, — by  counterbalancing  the  import  of  gold  and 
substituting  for  it  foreign  assets  which  became  far  more  ruinous  in 
tlie  long  run.  Leaving  aside  both  the  fact  that  a great  deal  of  foreign 
credit  was  given  in  Swedish  currency — to  an  unknown  amount,  it  is 
true — and  the  fact  that  another  ])art,  which  can  be  proved  to  have 
been  great,  consisted  of  reimports  of  Swedish  securities,  this  idea 
appears  to  be  false  for  a reason  which  has  already  been  given.  The 
gold  embargo  did  nothing  more  than  free  the  countrv  from  an  im- 
])ort  of  gold  which  would  otherwise  have  been  unavoidable  at  a value 
in  Swedish  currency  above  that  of  gold  exporting  countries ; but 
there  was  no  obstacle  put  in  the  way  of  exporters,  shipping  firms, 
})rivate  banks  or  controllers  of  the  Riksbank,  if  they  wanted  to  im- 
])oi-t  gold,  because  it  a])peared  to  them  to  be  the  best  counterbalance 
to  their  services  to  foreign  countries.  As  has  been  shown,  imports  of 
gold  remained  considerable,  and  during  the  period  of  that  one-sided 

^ The  foremost  representative  of  the  opinion  tliat  a general  increase  in  the 
hank  rate  could  have  counterbalanced  the  tendency  to  credits  to  foreign 
countries  was  Professor  Cassel,  i.e.,  in  his  book  Di/rtid  och  sedeloverflod 
(Stoekliolm,  1917).  The  Governor  of  the  Bank,  Mr.  Moll,  made  objections 
to  tliis  in  an  article  in  tlie  Ekonomisk  Tidshrift  of  the  same  year;  but  in  his 
ri'ply  to  liim,  Professor  Cassel  tacitly  left  aside  the  question  of  the  influence 
of  foreign  credits.  This  question  was  taken  up  by  other  authors  in  the  same 
journal,  however, — by  Professor  Wieksell  in  the  same  year,  and,  above  all, 
by  I’rofessor  Davidson  in  the  following  year.  The  last-named  economist  also 
prejiared  a jireliminary  memorandum  upon  measures  against  foreign  credits, 
but  it  was  not  iniblished ; the  fundamental  idea  of  his  plan  is  sketched  in  an 
article  in  the  Khonomish  Tidshrift  for  1917;  it  is  based  upon  Ricardo’s 
treatment  of  the  problem. 
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embargo  wliicli  is  now  under  consideration,  the  difficulty  consisted 
precisely  in  tlie  continuous  import  of  Scandinavian  gold  coin  and 
other  forms  of  gold,  which  was  great  enough  to  prevent  a further 
increase  in  the  foreign  valuation  of  the  Swedish  currency  during  the 
greater  part  of  1916.  ddiat  imports  of  gold  during  the  ])eriod  of  an 
effective  embargo  did  not  become  greater  than  they  did  probably 
depended  upon  two  facts,  both  uninffuencod  by  the  embargo.  One 
was  this,  tliat  gold  paid  no  interest;  and  the  other  was  the  ineradi- 
cable belief  in  a future  return  to  parit}^  on  the  part  of  tlie  foreign 
exchanges,  which  held  out  brilliant  gains  to  creditors  in  possession 
of  foreign  assets. 


The  Importance  of  the  Gold  Embargo. 

The  embargo  upon  gold  had,  consequently,  been  unable  anywhere 
to  attain  its  objects  before  the  last  agreement  between  the  parties 
to  the  Monetary  Convention  in  April,  1917 ; and  the  monetary 
situation  went  with  long  strides  further  along  a path,  the  precari- 
ousness of  which  became  apparent  to  ever  widening  circles.  But,  at 
the  same  time,  o})inions  continued  to  disagree  as  much  as  before  as 
to  the  possibility  of  preventing  these  developments,  and — if  it  were 
possible — as  to  the  right  way  of  doing  it. 

On  the  other  hand,  this  must  not  be  considered  equivalent  to  a 
statement  that  the  embargo  upon  gold  bad  been  without  importance 
as  a protection  to  the  value  of  money,  even  during  its  semi-applica- 
tion in  1916,  and  in  the  beginning  of  1917.  It  had  been  possible  to 
keep  the  best  foreign  currencies — dollars,  Swiss  francs  and  florins — • 
at  a discount  of  3 or  4<  per  cent  before  the  introduction  of  the  gold 
embargo  in  February,  1916;  but  even  such  an  insignificant  discount 
as  that  had  j)roved  difficult  to  maintain  without  an  embargo.  The 
gradual  fall  subsequently  in  the  value  of  foreign  currencies  from 
April  to  June,  1917,  brought  down  the  dollar  to  a discount  of  from 
10  to  11,  and  florins  to  one  of  no  less  than  19,  that  is  several  times 
the  figure  before  the  embargo.®  And  it  may  confidently  be  assumed 
that  the  greater  part  of  this  was  incompatible  with  an  unlimited 
right  to  change  gold  into  Swedish  notes.  And  as,  on  the  other  hand, 
the  relation  between  the  internal  and  external  valuation  of  Swedish 

® Swiss  exchanf^e  underwent  sucli  sharp  fluctuations  during  1917 — much 
discussed  at  the  time — that  it  can  hardly  be  used  for  purposes  of  comparison. 
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currency,  i.e.,  between  the  rate  of  exchange  and  the  price  level,  must 
have  been  broadly  the  same  independently  of  the  embargo,  the  con- 
clusion can  hardly  be  avoided  that  the  rise  in  Swedish  prices  would 
have  been  even  greater  than  it  was  if  there  had  been  no  embargo 
upon  gold. 

The  Bate  of  Exchange  and  Price  Levels. 

This  clearly  gives  no  information  with  regard  to  actual  relations 
between  the  rate  of  exchange  and  relative  price  levels.  As  to  this, 
the  deviation  from  the  pre-war  ratio  which  had  been  going  on  since 
the  outbreak  of  the  War  continued  uninterruptedly,  so  that  the  dis- 
proportion was  steadily  on  the  increase  (Diagram  IV).  While  Lon- 
don exchange,  as  quoted  in  Stockholm,  during  the  last  quarter  of 

1915  had  been  at  a discount  of  1;.7  per  cent,  and  a year  later  at  8.6 
])er  cent,  the  Swedish  increase  of  prices  had  been  greater  than  the 
English,  having  grown  from  114  per  cent — as  compared  with  the 
English — to  117.4. 

The  explanation  of  this  fact  is  chiefly  the  same  as  above  stated. 
4’he  foreign  demand  for  Swedish  export  goods,  principally  iron, 
steel,  and  machinery,  as  well  as  mechanical  and  chemical  pulp,  now 
increased  almost  to  a frenzy;  it  was  also  satisfied  to  a very  great 
extent,  as  compared  with  our  own  supplies  of  foreign  goods,  as  is 
shown  by  the  enormous  excess  of  exports.  To  what  an  extent  the 
export  industry  was  flourishing,  comments  of  the  Affdrsvdrlden  in 

1916  will  illustrate.  The  prospects  were  said  to  be  more  brilliant  for 
iron  and  steel  than  ever  before  (September  20),  and  the  iron  in- 
dustry was  said  to  have  reached  the  limits  of  its  capacity ; the  engi- 
neering industry  and  the  shipyards  were  working  under  high  pres- 
sure (October  4)  ; half  the  pig-iron  production  for  the  following 
year  was  sold  in  the  autumn  (October  4)  ; and  (November  1)  hardly 
any  sellers  of  pig  iron  could  be  found.  For  sulphate  the  demand 
from  Germany  (November  1)  was  so  great  that  almost  our  total 
production  could  be  sold  there.  On  December  27  scarcely  any  stocks 
of  mechanical  pul])  were  left.  With  regard  to  lumber  the  situation 
on  the  threshold  of  1917  (November  29,  1916)  was  said  to  be  with- 
out a counter])art  in  the  history  of  that  industr^q  with  a record  ex- 
])ort,  though  its  j)osition  (December  13)  was,  rightly,  held  to  be 
still  less  favorable  than  that  of  iron  and  pul]). 

d'he  develo])ment  of  prices  for  the  same  groups  of  export  goods 
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as  before  (Diagram  VII)  shows,  for  three  of  them,  from  an  early 
date  in  1916,  a considerably  more  marked  rise  than  that  of  the 
Swedish  wholesale  price  level;  lumber  alone  remained  behind.  A 
comparison  of  the  same  sort  as  before  is  here  given; 

1916 


1st  Qr. 

2d  Qr. 

3d  Qr. 

4th  Qr. 

Swedish  wholesale  price  index 

1C4 

175 

191 

209 

British  wholesale  price  index 

152 

160 

159 

178 

F.xj)ort  pig  iron  (in  Swedisli  currency) 

193 

215 

248 

359 

Mechanical  indj)  (in  Swedish  currency) 

158 

204 

253 

268 

Chemical  puljD  (in  Swedish  currency) 

184 

254 

287 

283 

Lumber  (in  Swedish  currency) 

149 

155 

154 

172 

As  will  be  seen,  the  rise  in  the  price  of  lumber  lagged  behind  the 
rise  in  general  prices  in  England.  Rut,  on  the  other  hand,  the  rise 
in  ]hg  iron  became,  at  last,  double  that  of  English  wholesale  prices, 
and  this  increase  in  pig-iron  ])rices  appears  to  have  found  its  com- 
plete counterjjart,  if  not  to  have  been  exceeded  by  that  of  iron  and 
iron  products  in  general;  it  may,  therefore,  be  taken  as  an  expres- 
sion of  the  situation  for  almost  one-fourth  of  the  total  value  of 
exports.®  That  the  great  increase  for  the  first  three  groups  was 
caused  hy  the  violent  increase  in  foreign  demand  it  is  impossible  to 
doubt.  Not  oidy  a great  number  of  descriptive  statements  are  evi- 
dence of  this ; there  is  also  a corroboration  of  quite  surprising 
strength  in  the  fact  that  the  prices  of  export  goods  in  Swedish  ports 
had  grown  on  an  average  by  32  per  cent  above  that  of  the  year  be- 
fore, as  against  an  increase  for  import  goods  of  only  13  per  cent; 
and  this,  be  it  observed,  in  spite  of  the  great  increase  in  freights, 
which  was  in  itself  a factor  working  in  the  opposite  direction,  in- 
creasing import  prices  and  depressing  export  ])rices  in  Swedish 
ports,  as  has  already  been  ex})lained  (page  167).  Probably  in  this 
change  in  the  strength  of  the  demand  for  Swedish  goods  a principal 
cause  has  been  found  for  the  new  relations  between  the  rate  of  ex- 

® Three  groups  in  Swedish  trade  statisties,  viz.,  iron  and  steel ; iron  and 
steel  goods ; and  ships,  vehieles,  machinery,  and  instruments — in  the  exports 
for  1916 — rejiresented  24.7  per  cent  of  the  total.  For  the  last  year  of  peace 
the  corresponding  figure  was  only  19  per  cent.  It  is  also  significant  that  the 
number  of  employees  in  the  Swedish  metal  and  engineering  trades  rose  by 
28  j)er  cent  between  1914  and  1917,  as  against  10  per  cent  for  industry  as  a 
whole,  and  that  the  products  of  these  industries  did,  in  spite  of  that,  sliow  a 
shar])er  rise  in  price  than  the  general  23rice  level. 
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diangc  and  the  relative  increase  of  prices  within  and  outside  of  the 
country. 


Export  Duties. 

The  most  important  problem  in  monetary  policy  was  not,  how- 
ever, the  cause  of  this  disproportion  between  the  domestic  and  ex- 
ternal valuation  of  the  currency,  but  the  phenomenon  in  itself.  The 
high  foreign  valuation  was  so  far  a gain  to  the  country,  in  so  much 
as  it  constituted  a very  favorable  relation  between  import  and  ex- 
port goods ; but  this  gain  became  illusory,  in  so  far  as  an  ever 
increasing  part  of  the  exports  was  not  liquidated  in  anv  form,  and 
assets  were  continually  falling  in  value,  even  in  Swedish  currency, 
and  far  more  in  purchasing  power.  The  exchanges  did  not  show  any 
ability  to  equalize  exports  and  imports,  and  the  problem  of  excess 
of  ex])orts  became,  consequently,  more  and  more  troublesome.  This 
was  connected  with  a problem  which  was,  if  possible,  even  more  ur- 
gent than  that,  that  of  the  increase  in  domestic  prices  themselves. 

In  this  situation  Professor  Wicksell  came  forward  with  an  idea 
which  constituted  a highly  original  and  interesting  solution  lying 
outside  of  or  parallel  with  monetary  policy,  with  the  intention  of 
diminishing  both  disadvantages  at  the  same  time ; it  may,  therefore, 
be  mentioned  here,  though  it  led  to  no  practical  result.  The  idea 
consisted  in  duties  on  exports,  the  income  of  which  would  be  used 
to  lower  tbe  price  of  inqjorts  within  the  country.  Through  this  a 
Swedish  ]>rice  level  would  be  created  which  would  be,  so  to  speak, 
indc])endent  of  the  foreign  one,  and  which  would,  none  the  less,  leave 
foreign  exchanges  undisturbed;  just  as  import  duties  or  a premium 
on  exports,  in  a way  described  before,  would  increase  the  domestic 
])rice  level  without  depressing  foreign  currencies,  so  these  combined 
export  duties  and  premiums  on  imports  would  sink  the  price  level 
without  inlluencing  tlie  foreign  valuation  of  the  currency.  By  their 
aid  there  would  be  the  theoretical  possibility  of  keeping  the  ex- 
change u])on  gold  countries  even  at  par,  and  at  the  same  time  forc- 
ing the  Swedish  price  level  all  the  way  back  to  its  pre-war  level.  A 
committee,  with  Professor  Davidson  as  chairman,  investigated  the 
use  of  export  duties,  without  particular  reference  to  their  influence 
on  the  general  price  level,  and,  consequently,  without  going  into  the 
possibility  through  their  help  of  selling  imported  goods  at  a lower 
])rice;  but  it  came  to  a largely  negative  result  even  with  regard  to 
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its  own  more  limited  object;  and  the  writings  of  Professor  Wicksell 
advocating  his  own  complete  plan  did  not  go  into  the  necessary 
practical  details.  No  measures  were  taken. 

Up  to  the  spring  of  1917  nothing,  consequent!}',  had  been  done 
which  could  even  retard  the  fall  in  the  Swedish  value  of  money.  The 
question  now  arises,  to  what  an  extent  a better  fate  was  awaiting 
Swedish  currency  after  the  hand  which  tied  it  to  gold  had  been 
wholly  snapped. 


CHAPTER  V 


THE  GOLD  EMBARGO  IN  ACTION 
(From  the  summer  of  1917  to  the  beginning  of  1919.) 

I7icreases  and  Decreases  in  Foreign  Valuation. 

Through  tlie  second  and  last  agreement  between  the  countries  of 
the  IVIonetary  Union  the  external  conditions  of  a free  currency 
had  been  created.  So  far  did  this  become  true  that  the  increase  in 
the  discount  on  foreign  currencies,  before  mentioned,  went  on  with 
few  interruptions  till  the  beginning  of  November,  1917,  so  that  they 
reached  their  lowest  level  at  that  time.  In  the  course  of  eleven  months 
dollars  and  sterling  lost  ^dVo  per  cent  of  the  value  in  Swedish  money 
that  they  had  had  in  December,  1916;  and  in  November,  1917,  they 
stood  at  an  average  discount  of  32  and  34  per  cent,  respectively,  the 
Swedish  currency,  consequently,  being  appreciated  by  46  and  51 
per  cent  as  compared  with  dollars  and  sterling,  respectively ; on 
j)articular  days  the  difference  was  even  greater  than  that.^  The 
strongest  currencies  quoted  in  Stockholm,  except  the  Scandinavian, 
the  Swiss,  and  the  Dutch,  stood  at  a discount  of  20  and  26  per  cent, 
res])ectively,  showing  an  appreciation  in  Swedish  currency  of  25 
and  35  per  cent.  The  dissociation  from  the  other  countries  of  the 
IMonetary  Union  was  now  so  complete  that  their  currencies  had  come 
to  be  at  a discount  of  almost  14  per  cent — -or  16  per  cent  on  par- 
ticular days. 

By  November  and  December,  1917,  this  extraordinarily  high 
valuation  of  the  Swedish  currency  was  beginning  to  grow  less,  how- 
ever. During  1918  fluctuations  were  strong,  as  was  often  believed, 
by  reason  of  Germany’s  selling  out  her  foreign  assets  for  political 
reasons  on  the  exchanges  of  the  neighboring  neutral  countries."  But 
j)articularly  after  the  armistice  in  October,  American,  English,  and 

^ The  lowest  dollar  exchange  quoted  by  the  Riksbank,  on  November  2, 
1917,  was  2.34,  representing  a discount  of  37.3  per  cent;  the  lowest  sterling 
exchange  (on  tlie  same  da}')  was  11.00,  or  39.4  per  cent  discount.  (Quotations 
in  the  open  market  do  not  appear  ever  to  have  been  below  this. 

^ See  the  article  by  a correspondent  of  the  (British)  Economist  for  Febru- 
arv  2,  1918,  under  tlie  beading  “The  German  Monetary  Offensive,”  often 
quoted  in  Swedisli  discussions. 
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even  French  exchanges  continued  to  rise,  i.e.,  lost  their  discount  as 
compared  with  all  neutrals,  not  temporarily  but  permanently ; and, 
at  the  same  time,  the  value  of  Swedish  currency  also  fell,  as  com- 
pared with  Swiss  and  Dutch,  Norwegian  and  Danish.  At  the  end  of 
January,  1919,  Swedish  currency  was  at  a discount  as  compared 
with  Switzerland,®  and  at  the  end  of  March  or  the  beginning  of 
April  the  same  became  the  case  for  dollars  and  florins.  From  this 
point  the  Swedish  embargo  upon  gold  lost  its  signiflcance,  and  so 
far  the  spring  of  1919  marked  an  epoch  in  Swedish  monetary 
history. 

The  Rise  in  Prices  and  the  Increase  in  Note  Circulation. 

During  1917,  but  to  an  even  gi’eater  extent  in  1918,  the  internal 
deterioration  of  Swedish  mone}^  was  under  way  and  this,  up  to  the 
first  quarter  of  1918,  even  at  an  increasing  rate,  as  a continuation 
of  the  tendency  which  had  already  begun  at  the  end  of  1915.  In 
percentages  of  the  price  level  of  the  preceding  quarter  the  increase 
was  :* 


1st  Qr. 

MQr. 

Sd  Qr. 

4th  Qr. 

1917  7.6 

1.8 

8.7 

9.2 

1918  12.1 

8.5 

6.0 

5.4 

An  important  change,  as 

compared 

with  earlier  conditions 

begun  in  1917.  Note  circulation  now  not  only  rose,  and  rose  at  a 
greater  rate  than  before;  it  even  rose  considerably  more  than  the 
price  level,  while  the  ojoposite  had  once  been  the  case.  The  percent- 
age increase  of  the  two  phenomena,  comparing  the  last  quarters  of 
the  years,  were  as  follows :® 


1915 

1916 

1917 

1918 

Wholesale  price  index 

29.2 

34.8 

30.2 

36.0 

Note  circulation 

7.1 

24.4 

39.3 

47.0 

Consequently,  the  note  issue 

had 

increased  during 

O 

1918  alone  by 

almost  half.  At  the  end  of  this  year  (December)  both  series  cul- 

® Even  in  May  and  June,  1918,  Swiss  franes  for  a time  had  been  at  a 
premium  in  Stoekliolm. 

^ Cf.  Diagrams  II  and  III.  From  the  beginning  of  1918  monthly  whole- 
sale priee  figures  appeared  in  the  index. 

® Figures  for  note  circulation  always  are  leveled  and  adjusted  on  the 
basis  of  seasonal  variations.  Cf.  Diagrams  II  and  III. 
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niinated,  the  wholesale  price  index  at  372  per  cent  of  the  pre-war 
level,  and  the  note  circulation  at  a total  of  almost  kr.  800,000,000 
with  its  index  number  at  353.  As  this  will  show,  the  development 
tluring  these  two  years  brought  the  two  curves  very  much  nearer  to 
one  another;  the  difference  may  be  estimated  to  have  been  greatest 
during  the  first  quarter  of  1917,  when  the  increase  of  circulation  w as 
only  82  j)er  cent  of  that  of  prices,  while  during  the  last  quarter  of 
1918  it  w'as  93  ])er  cent,  and  during  the  last  month  of  the  year  even 
95.  For  a time  the  tw’o  now  had  a tendenc}^  to  go  together,  as  Dia- 
gram III  will  show'.® 

The  explanation  of  this  change  during  the  two  last  years  of  the 
War  is  not  very  easy  to  discover ; but  to  clear  matters  up  it  is  neces- 
sary first  to  investigate  the  remaining  chief  phases  of  the  develop- 
ment. 


Foreign  Trade. 

Taking  up  the  changes  in  foreign  trade,  export  of  capital  and 
relative  import  and  export  prices,  the  results  are  as  follows : 

With  regard  to  capital  export  the  situation  w’as  rather  different 
during  the  two  years  1917  and  1918,  and  1917  will  first  come  up  for 
consideration.  The  Allied  embargo  upon  Germany  hit  supplies  for 
Sweden  harder  than  at  any  time  before  or  after,  on  account  of 
causes  which  are  given  in  the  preceding  part  of  the  present  work. 
Our  cx])orts  were  immeasurably  less  influenced  by  it,  neither  W’ere 
they  restricted  to  the  same  extent  b}'  the  action  of  the  Sw'edish  au- 
thorities themselves.  The  result  w'as  a disproportion  between  imports 
and  exports  w'hich  can  have  had  few'  counterparts.  In  the  prices  of 
the  3'ear  the  total  value  of  the  imports  was  not  much  more  than  half 

® In  this  diagram  the  cost-of-living  index  has  also  been  included;  it  began 
to  be  computed  quarterly  from  tlie  beginning  of  1918,  figures  for  three  dates 
only  being  available  before  that  time.  Its  usefulness  for  the  period  since  1918 
is  not  very  clear;  it  takes  as  its  basis  the  expenditure  of  a pre-w’ar  household 
possessing  an  income  of  kr.  2,000,  but  is  admittedly  too  low  for  the  actual 
war  {period.  For  the  after-war  period  something  might  be  gained  by  combin- 
ing the  w holesale  and  the  cost-of-living  indices,  how’ever;  but  it  is  not  easy 
to  say  ill  which  ])roj)ortion  they  are  mutually  to  be  taken  into  account  for  a 
comparison  w'ith  note  circulation,  as  the  sj)aring  use  made  of  checks  in  Sw'e- 
den,  even  after  the  ^^hlr,  also  gives  notes  an  importance  in  wholesale  trade. 
'I'lie  reader  is  referred  to  the  curves  for  both  in  Diagram  III,  however,  so 
that  he  will  be  able  to  judge  for  himself. 
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— 56  per  cent — of  that  of  the  exports,  while  imports,  even  in  a year 
of  such  enormous  exports  as  1916,  liad  been  almost  three-fourths — 
73  per  cent — of  them;  and,  in  spite  of  a sharp  fall  in  both  branches 
of  foreign  trade,  the  value  of  the  excess  of  exports  in  1917  was  hr. 
591,00(),()00.  In  absolute  amounts,  it  is  true,  this  })robahly  meant  a 
somewhat  smaller  sum  than  the  excess  the  year  before,  when  the  fall 
in  the  value  of  money  is  taken  into  account;  and  the  same  was,  to  an 
even  greater  degree,  true  of  the  total  ex|)ort  of  capital,  because 
freight  revenues  had  decreased  on  account  of  the  embargo  upon  im- 
ports. When  the  total  from  this  source  of  revenue,  kr.  303,()()(),()0(), 
is  added  to  the  excess  of  exports,  and  the  ex})enditures  of  ship})ing 
in  foreign  j)arts,  kr.  91,00(),()00,  are  deducted  upon  the  same  lines 
as  before,  and  another  kr.  40,000,000  taken  off  on  account  of  interest 
paid  to  foreign  countries,  the  net  result  is  an  ex})ort  of  capital  of  kr. 
760,000,000.  Even  when  the  fall  in  the  value  of  money  is  taken  into 
consideration  this  was  an  enormous  amount  for  a country  which  was, 
j)ractically,  or  to  a great  extent,  living  under  a blockade. 

During  1918  imports  set  in  again  to  a certain  extent,  under 
agreements  with  the  Allied  Powers,  while  exports  were  unchanged  in 
monetary  amount  hut  considerably  diminished  after  eliminating  the 
rise  in  prices,  so  that  the  excess  of  exports  disappeared  to  a great 
extent;  it  amounted  to  kr.  117,000,()()()  in  the  then  very  low  value 
of  money.  On  the  other  hand,  shipping  now  revived  and  gave  a 
revenue  of  kr.  551,500,000  in  gross  freight  revenues,  so  that,  after 
the  usual  deductions,  a capital  exj)ort  of  about  kr.  Jf.60,000,000  re- 
sulted. This  amount  is  very  considerable,  too,  as  compared  with 
]>re-war  conditions,  though  in  real  value  considerably  less  than  half 
that  of  1917  and  little  above  one-third  of  1916.  Even  at  this  point 
it  can,  therefore,  he  stated  that  the  real  war  boom  had  ended  long 
before  the  armistice. 

While  the  production  of  industry  had  been  reported  as  increased 
for  the  years  1915  and  1916,  as  has  been  mentioned  before,  the 
situation  had  become  quite  the  reverse  during  the  two  last  years  of 
the  War,  so  that  the  volume  of  industrial  production  fell  to  91  and 
76  per  cent  of  that  of  1913  for  the  years  1917  and  1918;  the  last- 
named  figure  certainly  denotes  an  enormous  reduction.  As  there  was, 
at  the  same  time,  a sharp  fall  in  agricultural  ])roduction,  total  pro- 
duction can  hardly  have  shown  better  results.  When  the  great 
capital  exports  are  added  to  this  there  are  causes  for  very  consider- 
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able  increases  in  prices.  On  the  same  lines  which  have  been  given  for 
1916 — insecure,  it  is  true — the  decrease  of  goods  can  be  computed 
at  about  21  per  cent  for  1917  and  about  28  per  cent  for  1918.^  It 
goes  without  saying  that,  even  under  unchanged  monetary  condi- 
tions, this  would  have  resulted  in  a considerable  rise  in  prices, 
namely,  more  than  26Y2  per  cent  and  almost  39  per  cent  for  1917 
and  1918,  respectively. 

The  problem  would  be  quite  simple  if  the  known  figures  only 
agreed  with  these  results.  But  if  that  had  been  the  case  the  results 
of  decreased  goods  would  have  consisted  in  a rise  in  prices,  amount- 
ing to  about  126^2  169  per  cent  of  the  increase  of  note  circula- 

tion. Now,  however,  the  situation  was  quite  the  opposite,  as  has  just 
been  showui,  an  increase  of  note  circulation  above  that  of  the  price 
level.  The  result  of  the  decrease  of  goods  is,  of  course,  not  disproved 
by  this;  but  it  is  quite  clear  that  strong  forces  of  another  character 
must  have  been  at  work  at  the  same  time. 

The  Reversal  of  the  Trade  Boom. 

When  the  question  arises  as  to  the  character  of  these  forces  the 
first  point  to  be  considered  is  the  change  in  trade  conditions  which 
has  just  been  mentioned;  it  was  undoubtedl}"  under  way  in  1917 
and  came  into  full  swing  in  1918;  that  is,  a considerable  time  before 
tlie  armistice  played  havoc  with  the  reasons  for  the  war  boom  and — 
what  is  even  more  remarkable — at  a time  when  the  rise  in  prices 
continued  and  had  even  become  more  violent  than  before.  In  view 
of  the  prevailing  tendency  in  economic  theory  to  explain  the  busi- 
ness cycle  as  simply  created  by  changes  in  the  value  of  money,  this 
situation  calls  for  particular  attention.® 

.(Vs  is  usually  the  case,  the  reversal  began  on  the  Stock  Exchange ; 
even  during  1917  it  was  quite  clear  from  most  angles  that  the  great 
boom  had  already  begun  to  subside.  The  first  half  of  June,  1917, 

’’  Some  minor  changes  have  been  made  in  the  method  of  computation,  es- 
pecially by  putting  unassessed  incomes  at  20  instead  of  10  per  cent  of  the 
assessed  ones. 

® h'rom  some  points  of  view  it  might  be  considered  most  natural  to  explain 
the  situation  h}'  the  supposition  that  the  wholesale  price  index  had  shown  a 
higher  rise  than  the  actual  rise  in  prices.  But  this  appears  quite  improbable 
in  view  of  the  fact  that  the  note  circulation  now  rose  more  rapidly  even  than 
the  figures  of  the  price  index.  If  the  price  level  had  risen  less  than  is  shown 
by  the  index  this  fact  would  be  even  more  enigmatic  than  it  already  is. 
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showed  a strong  setback,  with  small  transactions  and  increasing 
supplies,  as  compared  with  demand,  of  scrip  in  several  newly-started 
concerns,  and  an  ebbing  of  the  speculative  fever.  There  was  even  a 
“black  day.”  In  the  autumn  the  atmosphere  changed  again  and  all 
the  typical  features  of  speculation  returned  during  the  course  of 
October.  But  this  was  short  lived,  and  in  its  first  number  for  1918 
the  journal  Affarsvdrlden — which  is  also  the  source  of  the  details 
just  given — stated  that  the  tendency  to  depression  had  already  been 
going  on  for  several  months.  During  1918  this  was  the  situation 
from  the  beginning,  so  that  the  character  of  trade  conditions  left 
few  doubts  in  the  eyes  of  keener  observers,  though  some  speculative 
features  remained  during  the  first  j)art  of  the  year.® 

The  situation  may  also  be  given  in  more  exact  figures.  On  the 
basis  of  the  index  for  Stock  Exchange  quotations,  published  in  the 
KommersieUa  Mcddelanden,  and  conqn-ising  the  so-called  “A”  list 
of  the  Stock  Exchange,  the  highest  figure  for  these  securities,  to 
which  belonged  all  the  speculative  issues,  had  already  been  reached 
in  April,  1917 ; every  month  during  1918  was  below  the  correspond- 
ing one  of  1917.  The  Stock  Exchange  index  of  the  Affdrsvdrlden, 
which  had  quite  another  basis,  did  not  show  the  high  point  till  No- 
vember, 1917,  but  after  that  dropped  speedily  and  almost  continu- 
ously. The  total  of  transactions  on  the  Stock  Exchange  was  20  per 
cent  greater  in  1918  than  in  1917  if  the  change  in  the  value  of 
money  is  left  aside ; but  upon  a correct  mode  of  computation  a de- 
crease of  about  14  per  cent  is  the  result  (Diagram  XII).  The  situa- 
tion was  about  the  same  with  regard  to  the  issues  of  shares  (Dia- 
grams XIII  and  XIV).  According  to  unchanged  figures  their 
amount  remained  about  the  same  from  the  last  quarter  of  1917  to 
the  end  of  1918;  but  on  the  basis  of  the  new  value  of  money  the 
climax  came  in  the  second  quarter  of  1917  for  the  new  issues  of  old 
companies,  and  in  the  fourth  quarter  for  new  ones.  These  statistics 
leave  a great  deal  to  be  desired,  it  is  true,  partly  because  issue  prices 
above  jnir  are  not  considered,  partly  also  because  amalgamations 

® It  is,  consequently,  a mistake  to  ascribe  the  change  to  the  commercial 
agreement  with  tlie  Associated  Powers  of  May  29,  1918  (see  Chapter  VIII 
of  the  preeeding  part),  hy  which  increased  quantities  of  goods  were  brought 
to  Sweden  during  the  second  half  of  the  year.  It  may,  however,  rightly  he 
assumed  that  tlie  greater  emphasis  upon  the  new  developments  of  that  part 
of  1918  is  connected  with  this  fact. 


222 


SWEDEN  IN  THE  WORLD  WAR 


and  reorganizations  cannot  be  separated  from  new  capital  invest- 
ments; but  a concrete  study  leads  to  just  the  same  result. 

These  developments  were  quite  clearly  connected  with  a change 
in  the  conditions  of  Swedish  exports.  From  reasons  which  have  al- 
ready been  given  several  times  it  is,  as  a rule,  difficult  to  state  the 
character  of  demand  for  our  export  goods  during  war  and  after- 
war periods  by  the  help  of  any  direct  comparison  between  average 
prices  for  im])orts  and  exports,  such  as  they  appear  in  the  statistics 
of  foreign  trade,  because  changes  in  freights  cannot  be  eliminated. 
For  1917  this  difficulty  is  so  far  decisive  as  the  increase  of  inward 
freights,  esjiecially,  exceeded  everything  which  could  ever  have  been 
imagined,  as  will  be  shown  in  detail  a few  pages  later  on,  and  re- 
sulted in  a tendency  to  increase  the  price  of  import  goods  and  de- 
press export  prices — all  if  reckoned  in  Swedish  ports — as  compared 
with  what  they  ought  to  be  in  a true  comparison.  Rut  between  1917 
and  1918  tbe  increase  of  inward  freights  was  moderate,  outward 
freights  showing  a somewhat  decreasing  tendency ; and  there  is, 
therefore,  no  reason  for  supposing  that  freights  had  any  strong  in- 
fluence upon  the  divergence  of  the  relative  prices  of  imports  and 
exjjorts  between  the  two  years  1917  and  1918.  From  such  import 
and  export  figures  as  come  to  light  in  trade  statistics,  it  is  possible 
to  come  to  fairly  certain  results  even  with  regard  to  the  first  of  these 
two  years,  when  only  the  changes  in  freights  are  kept  in  mind. 

The  course  of  this  development  was,  indeed,  remarkable.  In  spite 
of  the  violent  rise  in  freights  during  1917  export  prices  rose  by  34). 9 
])er  cent  over  tbe  year  before,  as  against  an  increase  in  import  prices 
of  31.2.  No  doubt  this  difference  between  import  and  export  prices 
is  inconsiderable  as  compared  with  the  figures  for  1916  (32  and  13 
per  cent,  respectively)  ; but  a very  great  part  of  this  diminution  of 
the  s]n-ead  between  the  two  rates  of  increase  must  clearl}^  be  ascribed 
to  the  growth  of  freights,  and  the  fact  that  the  figures  for  1917 
at  any  rate  show  more  increase  in  ex])ort  than  in  import  prices 
must,  in  the  light  of  the  enormous  rise  in  freights,  almost  necessarily 
mean  an  increased  demand  for  Swedish  goods  during  the  year  1917 
taken  as  a whole,  though  it  must  be  added  that  the  fall  in  export 
volume  may  have  contributed  to  the  rise  in  export  prices.  Rut  in 
1918  the  situation  was  quite  reversed;  for  at  that  time  the  rise  of 
export  ])rices  had  dro])ped  again  to  18.4)  per  cent,  while  wholesale 
])rices  in  general  had  increased  by  31.9  per  cent,  or  more  than  double. 
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and  the  rise  in  import  prices  was  no  less  than  52.8  per  cent,  or  almost 
three  times  that  of  export  prices.  There  is  every  reason  to  suppose 
that  such  a violent  reversal  as  this  had  been  already  in  preparation 
during  the  second  half  of  1917,  at  about  the  same  time  as  the  first 
changes  on  the  Stock  Exchange. 

This  result  is  fortified  by  our  usual  comparison  between,  first,  the 
Swedish  and  English  wholesale  price  index,  on  the  one  hand,  and 
developments  in  prices  in  the  case  of  certain  goods  on  the  other.^® 

im  1918 


1st  Qr. 

2d  Qr.  3d  Qr. 

Ifth  Qr. 

1st  Qr.  2d  Qr. 

3d  Qr. 

4th  Qr. 

Swedish  wholesale  price  index 

225 

229 

2If9 

272 

305 

331 

351 

370 

British  wholesale  price  index 

197 

212 

211 

219 

224 

229 

234 

235 

Export  pig  iron  (in  Swedish 

currency) 

410 

378 

428 

421 

(418) 

(403) 

(387) 

(384) 

Mechanical  pulp  (in  Swedish 

currency) 

275 

293 

299 

299 

363 

403 

401 

400 

Chemical  pulp  (in  Swedi.sh 

currency) 

283 

279 

2G4 

256 

259 

264 

274 

297 

I/iimher 

192 

— 

— 

168 

190 

193 

191 
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As  this  will  show,  that  group  which  before  had  been  increasing 
most  of  all  was  continuously  decreasing  during  1918,  especially  as 
com])ared  with  the  Swedish  price  level.  While  tlie  rise  in  prices  for 
jug  iron  in  the  first  quarter  of  1917  was  182  jjer  cent  of  the  rise  of 
ju’ices,  the  grouji  of  metals  in  the  last  quarter  of  1918  had  fallen  to 
101?  ])er  cent  of  it.  In  order  to  avoid  the  risk  of  comjiaring  figures 
not  quite  alike  this  may  be  changed  and  we  may  say  instead  that  the 
above  grouj)  of  metals  had  fallen  from  17*^  to  101?  j^er  cent  of  the 
rise  in  j)rices.  Chemical  jmlj)  and  lumber  had  increased  inconsider- 
ably and  far  less  than  the  wholesale  jirice  level ; only  mechanical  pulp 
followed,  to  a certain  extent,  though  even  that  not  comjjletely,  the 
general  rise  in  j)rices.  These  results  are  confirmed  by  a number  of 
concrete  facts  showing  j)rices  with  the  amount  of  orders  and  develop- 
ments in  j)roduction,  j)erhajDS,  above  all,  by  the  fact  that  a very  much 
diminished  j)roduction,  which  now  became  general,  could  not  create 
remunerative  j^rices.  To  sum  ujj  we  may  say  what  was  said  in  the 
Ajf  drsvdrlden  of  IMarch  20,  1918,  “that  the  situation  of  exjiort  in- 

For  export  pig  iron,  figures  for  only  four  months  of  1918  are  available. 
But  their  eliaraeter  appears  to  be  so  undoubted  and,  broadly,  so  like  that  of 
the  group  of  metals  in  the  Swedish  wholesale  jwiee  index,  that  this  series  has 
been  inserted  as  a substitute  in  tlie  case  of  1918,  in  spite  of  its  being  gov- 
erned by  pig  iron  for  the  home  market  (Diagrams  VII  and  VIII). 


224> 


SWEDEN  IN  THE  WORLD  WAR 


dustries  had  become  worse,  the  amount  of  orders  had  decreased,  and 
that  it  had  become  necessary  to  store  goods  and  to  restrict  output.” 
The  only  standing  exception  to  this  was  dry  mechanical  pulp — in 
agreement  with  our  price  table,  the  figures  of  which  refer  to  dry 
mechanical  pulp — while  wet  pulp  showed  the  same  course  as  other 
export  commodities. 

The  change  in  trade  conditions  appears  then  to  have  had  its  im- 
mediate cause  in  the  changed  situation  of  export  markets ; and  con- 
sidering the  importance  of  exports  in  Swedish  economic  life  during 
the  foregoing  years  there  is  nothing  unnatural  in  this.  This  is,  of 
course,  particularly  true  of  the  period  of  the  armistice ; but,  as  a 
matter  of  fact,  it  had  begun  almost  a year  before. 

So  far  as  one  can  see,  this  is  at  least  the  principal  explanation  of 
the  fact  that  the  rise  in  prices  in  1917,  and  even  more  in  1918,  was 
less  than  the  increase  in  circulation,  i.e.,  that  the  velocity  of  circula- 
tion of  money  decreased;  for,  as  will  appear  from  the  introductory 
chapter  of  this  part  of  the  present  work,  such  is  the  usual  develop- 
ment during  depressions.  But  the  remarkable  thing  is  that  this  ac- 
companied a strong  rise  in  prices,  and  points  to  the  conclusion  that 
what  influences  velocity  of  circulation  is  not  so  much  a change  in 
prices  themselves  as  general  trade  conditions. 

A possibly  contributory  cause  to  the  change  in  monetary  condi- 
tions may  have  been  the  fact  that  the  earlier  and  marked  increase  in 
current  bank  accounts  (see  above,  pages  175  and  202),  as  compared 
with  note  issues,  had  now  practically  disappeared.  This  may,  in  it- 
self, have  been  the  result  of  the  change  in  business  conditions ; but  an- 
other reason  for  it  may  have  been  the  changed  character  of  the  note 
issue,  as  this  was  now  principally  made  use  of  by  the  State  directly, 
for  financing  the  very  expensive  State  Commissions  for  Food  Sup- 
j)ly  and  for  Fuel  Supply,  which  we  shall  go  into  later  on.  It  must  be 
said,  however,  that  though  this  explains  why  the  earlier  increase  in 
the  velocity  of  circulation  had  disappeared,  it  is  hardly  an  explana- 
tion of  the  direct  decrease  in  velocity.  The  explanation  given  in  the 
])revious  paragraph  is,  therefore,  probably  the  most  important.  But 
there  is  a great  deal  still  to  be  explained ; for  the  change  must  have 
been  considerably  greater  than  is  shown  by  the  coming  together  of 
the  curves  for  the  increase  in  prices  and  of  note  circulation  (Dia- 
gram III),  as  the  scarcity  of  goods  had,  at  the  same  time,  increased 
more  than  ever  before  in  the  memory  of  men. 
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The  Rate  of  Exchange  and  Price  Levels. 

The  unexpectedness  in  the  situation  is  not  limited  to  the  relation 
between  changes  in  prices  and  note  circulation,  however.  The  two 
remaining  factors  influencing  monetary  conditions,  i.e.,  the  rate  of 
exchange  and  relative  price  levels,  also  show  an  unlooked-for  mutual 
development.  This  is  the  case  in  spite  of — or,  if  you  prefer,  on 
account  of — the  fact  that  the  relation  of  these  factors  was  changing 
in  the  same  direction  as  during  the  earlier  parts  of  the  War,  though 
at  a rate  which  had  become  stronger  than  ever.  The  latter  half  of 
1917  presented  the  most  complete  confutation  of  the  theory  of  a 
necessary  identity  between  the  rate  of  exchange  and  relative  price 
levels.  For  while  the  increase  in  Swedish  prices  during  the  last 
quarter  of  1917  rose  to  12-i  ])er  cent  of  the  British,  or  consequently 
one-fourth  more,  sterling  exchange  was  at  a discount  of  29  per  cent, 
or  consequently  lower  by  three-tenths.  The  Swedish  rise  in  prices 
would  only  have  been  55  per  cent  if  the  increase  in  English  prices 
in  connection  with  sterling  exchange  had  been  a deciding  factor ; 
while,  as  a matter  of  fact,  it  was  172  per  cent.  And,  inversely,  ster- 
ling exchange  would  have  been  at  a 'prernmm  of  55  per  cent,  instead 
of  being  at  a discount  of  29  per  cent,  if  relations  between  price  levels 
had  governed  the  rate  of  exchange.  Diagram  IV  will  also  show  how 
relative  increases  in  prices  and  sterling  exchange  did  not  only  drift 
more  and  more  apart,  but  even  rapidly  took  opposite  directions. 
During  the  following  year,  1918  (Diagram  V),  developments  were 
sometimes  in  the  same,  sometimes  in  the  opposite,  direction,  but  the 
absolute  distance  between  them  continued  to  increase ; and,  rela- 
tively, it  at  least  did  not  diminish. “ 

Freights. 

As  a decrease  of  demand  for  Swedish  export  goods  must  bo  re- 
garded as  unquestionable  during  1918,  there  must  have  been  other 
factors  which  counterbalanced  the  influence  of  that  factor  on  the 

“ While  the  relation  between  the  Swedisli  and  the  English  price  index, 
nmltii)lied  by  sterling  exchange,  was  1.75  during  the  last  quarter  of  1917,  it 
was,  during  the  four  quarters  of  1918,  1.72,  1.89,  2.00,  1.74,  respectively. 
During  the  third  quarter  of  1918  the  Swedish  price  level  was,  consetiuently, 
according  to  tliese  figures,  double  what  it  would  have  been  on  the  supposition 
of  an  identity  hetween  the  rate  of  exchange  and  the  relation  of  price  levels — 
this  even  irrespective  of  any  differences  in  basic  years. 
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exchanges.  Tliat  such  is  the  case  there  can  be  no  doubt;  and  the 
factor  is  to  be  found  in  the  enormous  rise  in  inward  freights,  as  com- 
pared with  outward,  and  in  tlie  embargo  upon  imports.  And  there  is 
nothing  surprising  in  a situation  in  which  these  influences  became 
stronger  than  the  contrary  ones,  i.e.,  increased  the  price  level  rela- 
tively to  exchanges.  The  development  of  freights  is  of  such  enor- 
mous im})ortance  when  dealing  with  this  period  that  it  may  be  han- 
dled with  greater  thoroughness. 

It  will  be  found  from  Diagram  X that  coal  freights  (inward 
freights)  during  both  1917  and  1918  rose  to  the  almost  incredible 
figure  of  36  to  37  times  their  pre-war  levels,  while  the  figures  for 
lumljer  freights  (outward  freights)  were  “only”  8V2  times  what 
they  had  been,  dfiiese  figures  are  only  annual  averages,  however,  and 
they  appear  on  first  view  so  improbable  that  some  further  investiga- 
tion would  seem  to  be  called  for.  And  though  it  meets  with  unex- 
j)ected  difficulties,  the  data  are  so  uniform  in  character  that  the  con- 
clusions cannot  be  in  doubt. 

Looking  first  at  coal  freights,  the  same  violent  increase  is  shown 
for  both  East  and  West  Coast  shipping;  in  both  cases  there  are  two 
maximum  points — during  the  latter  part  of  the  summers  of  1917 
and  1918.  From  the  East  Coast  of  England  (E.C.C.P.=East  Coast 
Coal  Ports)  to  the  Swedish  East  Coast  (principally  Stockholm), 
freights  per  ton  rose  from  between  kr.  26  and  kr.  33  during  the 
second  part  of  1916  to  kr.  100  in  the  middle  of  March,  1917 ; from 
that  point  to  kr.  191  in  June  and  July,  culminating  in  the  middle 
of  September  at  kr.  216.  A rather  inconsiderable  fall  during  the 
next  half  year  was  followed  by  a new  increase  from  IMarch,  1918, 
and  a culmination  at  kr.  222.50  in  the  middle  of  August,  1918. 
vVfter  that  the  decrease  set  in  for  good  and  had  brought  down 
freights  to  kr.  77.50  about  the  end  of  the  year  1918.  The  figures  for 
coal  freights  upon  the  West  Coast  of  Sweden  are  more  reliable  be- 
cause shi])})ing  was  more  continuous  there ; they  are  very  much  alike, 
as  will  appear  from  a table  winch  will  be  given  upon  page  227. 

In  comparison  with  these  fantastic  increases,  the  quotations  for 
lumber  freights  are  almost  undisturbed,  and  their  maximum  oc- 
cui-red  earlier.  While  they  had  stood,  in  the  last  quarter  of  1916,  at 
from  kr.  65.50  to  kr.  72  per  standard,  from  Gothenburg  to  English 
East  ('oast  ports,  they  increased  to  kr.  270  in  the  middle  of  May, 
1917.  'Phen  they  fluctuated  between  122  and  191  until  the  spring  of 
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1918,  wlien  they  began  to  fall  sharply;  and  by  about  the  middle  of 
the  year  they  appear  to  have  gone  down  to  kr.  100,  where  they  seem, 
broadly,  to  have  remained  till  about  the  end  of  the  year.  On  this 
basis  the  following  table  lias  been  compiled,  showing  monthly  index 
numbers  on  the  basis  of  the  fourth  quarter  of  191()  rejiresenting  100. 
It  will  be  found  bow  coal  freights  in  the  course  of  three  quarters  rose 
to  six  or  seven  times  their  level  at  about  the  end  of  1916,  while  lum- 


her  did  not  rise  more  than  two  and  two-thirds  above  the 

same  point; 

it  is  also  shown 

bow  inward 

freights  once 

more  reached  the  same 

height  a year  later,  while  outward  freights  fell  after  the  ; 
ter  of  1917. 

second  quar- 

Coal 

Lumber 

Coal 

Lvmber 

E.C.C.P.  to 

Oothenburg 

E.C.C.P.  to 

Oothenburg 

Month 

West  Coast 
of  Sweden 

1917 

to  E.C.C.P. 

West  Coast  to  E.C.C.P. 

of  Sweden 

1918 

J;iniiary 

125 

95 

■ — 

248 

February 

— 

— 

550 

263 

Marcli 

333 

— 

533 

266 

Ai)ril 

458 

365 

547 

279 

May 

600 

394 

608 

245 

.June 

637 

326 

642 

201 

.July 

603 

263 

675 

153 

August 

658 

224 

667 

153 

Sej)tember 

658 

264 

492 

139 

October 

633 

252 

375 

139 

November 

642 

182 

158 

124 

December 

628 

178 

183 

88 

d'bese  figures  have  not  been  brought  into  connection  with  the  pre- 
war situation  on  account  of  a lack  of  more  precise  parallels  for  1913- 
1911.  Neither  have  tlie  source  materials  at  band  been  brouo'bt  into 

O 

the  form  of  tables  on  this  account,  but  the  general  tendency  is  quite 
clear.  Coal  freights  bad  already — in  May,  1917 — reached  31  times 
pre-war  figures.  During  the  following  half  year  this  bad  risen  to  39 
times.  And  in  August,  1918 — incredible  as  it  may  seem — the  show- 
ing bad  become  about  10  times  what  it  bad  been  before  the  War. 
Lumber  freights,  on  the  other  band,  were,  even  at  their  highest  from 
June  to  October,  1917,  only  from  10  to  12  times  their  pre-war  level 
and  lower  than  in  1918. 

I'bese  facts  leave  hardly  any  doubt  as  to  the  conclusion  that  a 
[)rincipal  explanation  of  the  violent  rise  in  Swedish  prices  and  note 
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circulation,  compared  with  exchanges  during  1917-1918,  w'as  an 
enormous  dispro})ortion  between  the  increase  in  inward  and  outward 
freights  during  the  period. 

Rut  tliis  holds  good  only  with  regard  to  the  two  years  1917  and 
1918  taken  together.  The  question  remains,  how  it  was  possible  for 
rates  of  exchange  and  relative  price  levels  to  swing  at  least  as  far 
apart  during  1918  as  during  1917,  though  the  decrease  in  the  de- 
mand for  Swedish  goods  was  much  greater  in  the  second  year,  and 
though  the  imports  also  began  to  enter  in  during  1918,  as  is  ex- 
plained in  the  preceding  part  of  this  volume,  so  that  tw'o  factors 
were  working  together  to  lower  the  foreign  valuation  of  the  Swedish 
currency.  As  to  the  last-named  factor  it  may  be  pointed  out,  how'- 
ever,  that  the  first  cargoes  set  free  for  importation  into  Sweden  as 
a consequence  of  the  Commercial  Agreement  of  May  29,  1918,  did 
not  reach  Sweden  till  the  end  of  August ; and  before  that  date  im- 
ports remained  very  scarce.  But  this  is  certainly  an  insufficient  ex- 
planation. The  principal  reason  undoubtedly  is,  once  more,  the 
course  of  inward  and  outward  freights.  For,  if  their  interrelation 
is  worked  out  on  the  basis  of  the  table  just  given,  it  will  be  found 
that  every  month,  for  which  figures  are  given,  shows  a far  higher 
ratio  of  inward  to  outward  freights  during  1918  than  during  the 
preceding  year,  with  the  exception  of  the  two  last  months  of  both 
years,  when  the  situation  was  completely  reversed.  For  quarters  the 
result  is  as  follows: 


1917 

1918 

1st  quarter 

(1.32) 

(2.08) 

2(1  quarter 

1.56 

2.48 

3(1  quarter 

2.55 

4.12 

4tli  quarter 

3.11 

2.04 

Consequently,  there  is  little  more  than  the  last  months  of  1918 
to  be  accounted  for  by  other  factors;  in  November  and  December 
the  ratio  of  inward  to  outward  freights  was  3.53  (for  both  months) 
in  1917,  as  compared  with  only  1.29  and  2.08,  respectively,  for 
1918.  As  will  be  seen  from  Diagram  V there  was  also  a slight  di- 
minishing of  the  distance  between  the  curves  for  sterling  exchange 
and  relative  price  levels  in  these  months ; while  the  index  numbers 
for  sterling  exchange  and  the  relative  rise  in  Swedish  prices  had 
been  75.1  and  150,  respectively,  in  the  third  quarter  of  1918,  the 
figures  were  90.3  and  157  in  the  fourth  quarter.  But  it  is  not  very 
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probable  that  this  is  the  whole  story.  Far  more  probable  is  it  that, 
even  in  1918,  forces  were  at  work  which  did  not  bear  fruit  before 
the  year  after;  i.e.,  the  increase  in  prices  influenced  exchanges  only 
after  that  time,  so  that  the  reversal  was  deferred  to  1919.  It  is  very 
difficult  to  solve  problems  of  that  sort  because  a world  in  dissolution, 
like  that  of  the  last  year  of  war,  reacts  more  slowly  to  such  changes 
than  economic  life  in  a comparative  equilibrium.  The  explanation 
will  be  practically  the  same  if  it  is  said  that  speculation  upheld  the 
foreign  valuation  of  Swedish  currency  longer  than  would  otherwise 
have  been  possible ; the  precipitate  change  in  the  rates  of  exchanges 
in  the  autumn  of  1918  also  points  to  that  conclusion. 

M onctary  Policy. 

Our  object  will  now  be  to  make  clear  the  monetary  policy  followed 
by  Sweden,  and  its  relation  to  the  facts  which  have  just  been  set 
down. 

Among  the  many  phenomena  connected  with  the  monetary  situa- 
tion, exports  of  capital  first  gave  rise  to  State  intervention.  The 
new  Government,  which  had  come  into  power  at  the  end  of  April, 
1917,  had  taken  an  initiative  which,  in  the  first  part  of  September, 
led  to  the  appointment  of  a so-called  Financial  Council,  under  the 
chairmanship  of  the  Governor  of  the  Riksbank,  which  was  given  the 
task  of  supervising  capital  exports ; and  a circular  issued  by  the 
directors  of  the  Bank  stated,  in  general  terms,  the  rules  it  would 
work  under.  To  what  extent  this  action  changed  the  trend  of  history 
it  is  impossible  to  decide.  But  it  seems  to  have  had  no  great  influence, 
as  capital  exj)orts  continued  to  about  the  same  extent  as  might  have 
been  expected  from  the  weakening  of  the  demand  for  Swedish  export 
goods ; against  this  must  be  weighed,  however,  the  political  pressure 
which  was  year  by  year  being  brought  to  bear  to  an  increased  ex- 
tent, and  which,  in  1918,  led  to  the  creation  of  a semi-official  com- 
pany to  carry  on  the  same  work  of  supervision. 

At  all  events  the  creation  of  the  Financial  Council  is  an  insiffnifi- 

o 

cant  item  in  the  development  of  Sweden’s  monetary  policy,  and  its 
other  phases  principally  call  for  consideration. 

The  efficiency  of  the  gold  embargo  as  against  the  neighboring 
countries  is  apparent  at  first  glance  from  the  fact  that  the  gold 
reserve  of  the  Riksbank  did  not  show  any  increase  in  Scandinavian 
coin  after  1917,  but,  during  1918  and  1919,  even  showed  a decrease. 
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which  was  not  much  less  tlian  the  amount  of  gold  which  was  given 
out  to  industry;  the  influx  of  Danish  and  Norwegian  notes  had  also 
quite  naturally  disappeared  when  they  no  longer  had  a value  equal 
to  Sweden’s.  Rut  the  gold  purchases  of  the  Riksbank  went  on  none 
the  less,  though  now  completely  voluntary;  allowing  for  the  amount 
of  gold  withdrawn  for  the  uses  of  industry,  they  may  be  put  at  more 
than  kr.  51,000,000  during  1918;  and  they  were  made  most  largely 
during  the  second  half  of  the  }'ear. 

The  Bight  of  Note  Issue. 

The  explanation  is  not  far  to  seek,  but  very  characteristic  of  the 
situation.  The  unprecedented  increase  in  circulation  now  began  to 
have  its  effect  on  monetary  policy  itself ; for  this  increase  had 
greatly  reduced  the  relative  amount  of  the  gold  reserve  and  pressed 
the  lliksbaidv  ever  nearer  to  the  limits  of  its  riffht  of  note  issue.  Even 

O 

during  1917  the  relative  gold  reserve,  in  spite  of  both  voluntary  and 
involuntary  imports  of  gold,  had  been  falling,  so  that  the  annual 
average  sank  from  4<9V2  pci’  cent  in  191b  to  -15^  per  cent;  and 
during  1918  this  trend  continued  at  an  increased  rate  from  the 
beginning  of  the  half  year,  so  that  not  even  imports  of  gold  could 
kec])  the  annual  average  from  going  down  to  -10  per  cent  and,  in  the 
last  months  of  1918,  to  between  35  and  36  per  cent.  This  in  itself 
was  of  no  importance,  especial!}"  in  the  case  of  a currency  uncon- 
nected with  gold ; but  the  legal  stipulations  as  to  the  gold  reserve 
had,  nevertheless,  an  object  from  a Swedish  point  of  view,  i.e.,  to 
maintain  the  value  of  monev ; and  the  controllers  of  the  Rank  had, 
on  this  head,  reason  to  heed  the  signs,  though  certainlv  not  in  the 
direction  of  importing  gold. 

Im])orts  of  gold,  moreover,  became  insufficient  to  admit  of  a note 
circulation  as  great  as  the  Rank  had  ])ermitted ; the  limits  to  the  note 
issue  in  their  existing  form  remained,  even  on  the  basis  of  an  in- 
creased reserve,  an  obstacle  to  a further  increase  of  notes.  Ry  the 
autumn  of  1917  the  unused  note  issue  had  fallen  to  a quite  insignifi- 
cant amount — in  the  ])receding  cha})ter  it  has  been  said  that  this 
made  the  Riksbank  purchase  large  amounts  of  Scandinavian  gold 
coin  in  order  to  lose  no  time  in  increasing  the  gold  reserve — and 
during  the  s])ring  of  1918  the  unused  note  issue  disaj)peared  almost 
comj)letelv;  on  some  days  it  was  below  1 per  cent.  The  question  now 
arose  wliether  the  .stipulations  with  regard  to  note  issues,  the  only 
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regulator  of  tlie  value  of  Swedish  money  which  had  been  allowetl  to 
remain,  would  he  able  to  enforce  measures  for  the  preservation  of 
monetary  stability. 

As  a matter  of  fact,  this  did  not  come  for  a long  time,  however. 
To  begin  with,  there  was  the  possibility  of  falling  back  upon  that 
amendment  to  the  law  which  had  been  made  in  1915,  and  which  has 
been  mentioned  in  its  own  place — to  empower  the  King  and  Parlia- 
ment to  allow  an  increase  in  the  note  issue,  without  an  increase  in 
the  reserve,  of  kr.  125,()()0,()0()  over  and  above  the  pre-war  figure; 
but  it  was  quite  apparent  from  the  beginning  that  this  increase 
would  become  insufficient  unless  the  increase  of  notes  was  stopped. 
The  officials  of  the  Bank,  consequently,  addressed  the  Government 
on  May  15,  1918,  and  asked  not  only  the  bringing  into  action  of  the 
1915  amendment,  hut  also  for  a new  law  empowering  the  King,  be- 
fore the  next  session  of  Parliament,  to  permit  a further  increase  of 
kr.  125,0()0,000.  The  motives  given  were  the  old  ones,  that  “no 
effective  limitation  of  the  note  issue  of  the  Riksbank  would  be  possi- 
ble by  increasing  the  bank  rate,  under  the  present  conditions,  which 
were  quite  abnormal,  unless  rates  were  introduced  which  would  lead 
to  a coni})lete  paralysis  of  great  fields  of  economic  life,  upon  which 
the  country  was  dependent.”  The  hill  was  duly  introduced  by  the 
Government  and  became  law,  though  four  Social  Democratic  mem- 
bers of  the  Parliament’s  Standing  Committee  on  Bankinsr  dissented 
and  would  not  accept  the  new  and  second  increase  of  kr.  125,000,- 
000.  Public  discussion  of  monetary  questions  had  by  now,  moreover, 
had  such  effect  that  the  new  inci’ease,  even  in  the  opinion  of  the 
Minister  of  Einance,  must  give  concern.  But  his  conclusion  was 
limited  to  the  need  of  an  investigation  after  the  bill  had  been  car- 
ried. d'o  start  with,  the  first  kr.  125,000,000,  on  the  basis  of  this 
attitude  of  Parliament,  was  granted  on  June  20,  1918.  But,  as  in 
the  autumn  of  1918,  the  unused  note  issue,  in  spite  of  this  increase, 
fell  to  an  even  lower  amount  than  it  had  the  year  before,  the  bank 
officials  availed  themselves  of  their  last  resource  and  prevailed  upon 
the  Government,  December  20,  to  grant  them  another  increase  of 
kr.  125,000,000.  Any  compulsion  to  counteract  the  increase  of  notes 
and  of  prices,  by  measures  of  corres})onding  strength,  was  thereby 
removed  from  the  Bank.  At  the  same  time  the  War  had  ended,  and 
developments  now  proceeded,  for  some  time,  in  the  opposite  direc- 
tion. 
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The  Credit  Claims  of  the  State. 

To  those  factors  which  had,  during  the  earlier  years  of  the  War, 
played  a principal  part  in  the  depreciation  of  Swedish  money,  there 
had  now,  particularly  during  1918,  been  added  another,  the  impor- 
tance of  which,  up  to  that  time,  had  not  been  great  in  Sweden  as 
compared  with  the  belligerent  countries,  i.e.,  the  need  felt  by  the 
State  for  procuring  means  of  payment.  This,  quite  naturally,  was 
connected  with  that  enormous  extension  of  State  action  which  took 
place  in  Sweden  as  in  almost  every  country  during  the  War,  and 
chiefly  in  the  direction  of  procuring  food  and  other  commodities  and 
distributing  them  through  extensive  State  Commissions ; to  these 
bodies  the  Fuel  Commission  had  been  added  in  1917.  And,  like  the 
Food  Supply  Commission  before  it,  it  had  made  enormous  demands 
upon  floating  capital.  The  credits  to  foreign  countries,  which  had 
now  been  made  a political  demand  by  the  belligerents,  also  played 
their  part.  At  the  same  time,  the  State  was  unwilling  to  pay  the  high 
rates  of  interest  necessary  to  the  procuring  of  capital  through  a 
funded  debt;  and,  consequently,  the  floating  indebtedness  ran  into 
amounts  hitherto  unknown.  Between  the  ends  of  the  years  1913  and 
1917  the  funded  debt  had  grown  by  kr.  380,000,000,  and  the  un- 
funded by  kr.  120,000,000  (the  latter  being  quite  insigniflcant,  or 
kr.  20,000,000,  before  the  War) — that  is,  by  kr.  500,000,000  in  all. 
But  1918  showed  quite  as  great  an  increase  as  the  foregoing  four 
years  taken  together,  irrespective  of  the  change  in  the  value  of 
money,  it  is  true;  and  what  is  even  more  important,  there  was  an 
enormous  preponderance  of  floating  debt.  A perpetual  loan  issued 
early  in  the  year  failed  to  a great  extent,  and  even  such  a question- 
able attraction  as  a Lottery  Loan  brought  in  little.  The  State  then 
had  recourse  to  short-term  borrowings,  so  that  these  at  the  turn  of 
the  year  amounted  to  no  less  than  kr.  559,000,000,  having  been  even 
more  at  an  intermediate  date. 

Thei-e  was  a wide-spread  opinion  that  demands  of  the  State  upon 
the  Biksbank  constituted  one  of  the  principal  reasons  for  the  in- 
crease of  notes ; and  in  order  to  avoid  this  consequence  the  Govern- 
ment found  it  necessary  to  change  the  character  of  its  financing. 
Bv  an  agreement  with  twenty-three  private  banks  a credit  of  kr. 
550,000,000  was  given  by  them  to  the  three  most  gluttonous  Royal 
Ckmnnissions,  the  Food  Supply,  the  Fuel,  and  the  Industrial  Com- 
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missions.  As  a matter  of  fact,  the  importance  of  this  change  was 
greatly  overrated,  however.  As  was  said  in  the  course  of  a debate 
in  the  U])per  Chamber  on  the  credit  (June  12,  1918),  the  private 
banks  had  already  yielded  most  of  the  credits  which  had  been  taken 
up  by  the  Public  Debt  Office  on  the  part  of  the  Commissions,  only 
with  this  difference  from  the  new  order  of  things,  that  the  lliksbank 
had,  at  that  time,  acted  as  a middleman.  But  quite  irrespective  of 
this,  the  demand  for  credit  on  the  part  of  the  State  must  surely  in- 
crease the  total  amount  of  credits,  unless  measures  were  taken  cor- 
resjjondingly  to  restrict  credits  to  private  persons,  and  this  quite 
irrespective  of  the  fact  whether  credits  w^ere  given  to  the  State 
through  the  lliksbank  or  through  the  private  banks. 

Discount  Policy. 

The  next  question  then  is  whether  such  a restriction  did  really 
take  place.  The  point  of  view  of  Riksbank  officials,  which  had  been 
emphasized  once  more  when  they  asked  for  an  increased  note  issue, 
i.e.,  that  the  discount  policy  had  lost  its  efficiency,  did  not  lead  peo- 
ple to  expect  any  measures  for  maintaining  the  value  of  money.  The 
Bank  was,  furthermore,  given  unexpected  help  from  earlier  and 
keen  critics,  on  the  ground  that  the  weapon  of  the  rate  of  interest 
was  inefficient  when  it  came  to  restricting  the  demands  of  the  State ; 
from  this  genuine  premise  they  drew  the  false  conclusion  that  the 
rate  of  interest  was  wholly  inefficient  under  existing  conditions,  i.e., 
they  denied  the  possibility  of  restricting  credits  to  private  persons 
as  an  alternative  to  a further  increase  of  the  volume  of  money. 

What  is  more  surprising  is  that  the  Bank’s  controllers  found  any 
reason  for  changing  the  bank  rate  at  all.  Probably  the  disappear- 
ance of  the  unused  note  issue  was  what  influenced  them  in  that  direc- 
tion ; for  the  rediscount  rate  for  the  private  banks  was  first  taken 
away  on  September  21,  191T,  wffiich  meant  an  increase  of  per 
cent;  after  that — a week  later — the  rate  was  everywhere  increased 
by  1/2  p«f  cent,  making  it  6 per  cent;  and,  finally,  there  was  a fur- 
ther increase  of  1 per  cent  in  another  ten  weeks.  On  February  1, 
1918,  however,  this  was  in  part  annulled,  the  rate  being  again  low- 
ered to  iP/2  per  cent,  in  spite  of  the  unprecedented  increase  of  notes. 
This  probably  represented  a tendency  borrowed  from  the  belliger- 
ents to  favor  new  State  loans  by  a lowering  of  the  bank  rate  and 
a deterioration  of  money,  for  a new  perpetual  loan  was  issued  in  the 
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same  montli.  This  issue  having  failed,  to  a great  extent,  the  bank 
rate  was  again  raised  (March  21,  1918)  to  7 per  cent,  and  remained 
at  tliat  to  the  end  of  the  period  under  consideration  in  this  chapter. 

It  was  impossible  to  discern  any  results  from  the  increases  of  the 
rate  which  had  takeji  place.  The  Affdrsvdrldcn  expressly  stated, 
when  speaking  of  the  increase  to  6 per  cent  toward  the  end  of  1917, 
that  it  had  had  no  influence  upon  sj)eculation ; but  that  trade  jour- 
nal regarded  the  increase  made  at  the  end  of  IMarch,  1918,  as  “re- 
stricting” the  Stock  Exchange  which,  at  that  time,  as  we  know,  had 
showm  clear  signs  of  depression.  Yet  even  in  this  case  no  influence 
u})on  note  circulation  and  price  level  was  in  evidence.  So  far  the 
facts  might  he  adduced  in  favor  of  scepticism  with  regard  to  the 
influence  of  the  hank  rate  u])on  the  value  of  money  and  the  note  circu- 
lation. The  other  side  in  the  controversy  rejected  this  inference, 
however,  on  the  grounds  that  the  increases  were  too  small  and  too 
timid  to  accomplish  their  purpose — the  latter  point  of  view  being 
probably  the  most  valid.  For,  as  was  especiallv  emphasized  by  Pro- 
fessor Davidson,  the  raising  of  the  bank  rate  in  itself  was  not 
enough ; so  long  as  business  counted  upon  a continuation  of  rising 
])rices  it  ex])ected  to  derive  its  biggest  profits — partly  real  and 
])artlv  nominal — ])recisely  from  this  rise;  and  no  change  for  the 
better  was,  consecpiently,  to  be  expected  before  the  Bank  had  been 
able  to  convince  the  business  world  that  the  increases  in  the  bank 
rate  would  continue  up  to  the  point  where  increases  in  prices  were 
sto])ped.  But  such  great  results  were  not  to  be  expected  from  du- 
bious and  inconsistent  measures. 

In  accordance  with  his  statement  the  ^Minister  of  Finance  in  June, 
1918,  instituted  the  first  official  inve.stigation  into  the  monetary 
situation  and  its  consequences,  appointing  for  the  purpose  three 
[)rofessional  economists  and  three  private  bank  directors,  under  the 
chairmanshi})  of  the  Governor  of  the  lliksbank.  This  committee 
reported  six  weeks  afterward.  Though  the  bankers  and  the  econo- 
mists in  discussiiiir  the  situation  followed  lines  which  never  met, 

o 

they  were  able  to  agree  u}K)n  a rather  original  proposal,  described 
by  them  as  “in  a sense,  a qualitative  rationing  of  the  capital  re- 
([uirements  of  the  countrv.”  Their  intention  was  to  strike  at  certain 
particular  uses  of  ca])ital — this  was  the  meaning  of  the  words 
“qualitative  rationing”- — and  their  ])lan  so  far  associated  itself  in 
the  first  place  with  that  regulation  of  foreign  credits  which  was  the 
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immediate  purpose  of  the  Financial  Council.  A limitation  of  tlie 
total  amount  of  credit  to  such  an  extent  as  would  ensure  a stable 
value  to  money  (as  was,  later,  largely  accomplished  by  the  policy 
of  the  Federal  Reserve  Board)  would  clearly  have  been  something 
different;  and  the  proposal,  as  a matter  of  fact,  gave  no  guarantee 
of  this. 

The  re})ort  was  not  acted  upon  in  its  original  form,  however.  The 
llikshank  now  desired  to  get  power  into  its  own  hands;  and  after 
having  sent  out  a new  circular  to  private  banks  asking  for  their 
assistance,  a so-called  Capital  Control  Board  was  established  in 
October,  1918;  it  consisted  of  four  representatives:  the  Biksbank, 
the  Bankers’  Association,  the  General  Export  Association,  and  the 
Industrial  Association.  Its  power  was  to  he  limited  to  the  creation 
of  new  companies  and  new  capital  issues  of  companies,  as  also  issues 
of  bonds  for  at  least  kr.  100, OOO — naturally  not  those  of  the  State. 
Tills  })lan  was  consiflerahly  more  restricted  than  the  original  pro- 
posal, and  particularly  remarkable  is  the  restriction  which  consisted 
in  leaving  banking  credits  aside.  How  far  the  Board  became  of  any 
importance  it  is  impossible  to  judge,  especially  as  the  situation  was 
completely  changed,  almost  at  the  precise  moment  of  its  creation, 
by  the  armistice  and  the  sharp  rise  of  foreign  currencies. 

All  the  different  attempts  to  prevent  the  de.struction  of  the  value 
of  money,  consequently,  with  few  exceptions,  fell  to  the  ground. 
^\nd  as  the  result  of  the  jieriod  of  an  efficient  embargo  upon  gold 
there  remained  a situation,  the  character  of  which  showed  that  very 
little  of  what  that  great  experiment  had  been  meant  to  create  had 
lieen  accomplished.  As  an  epilogue  to  this  remarkable  episode  in  the 
history  of  money  it  must,  however,  be  emphasized  once  more,  that 
notlnng  supports  the  view  that  the  situation  would  have  been  a bet- 
ter one,  or  even  as  good  as  it  was,  if  there  had  been  no  embargo  upon 
gold.  'The  divergence  in  the  course  of  the  internal  and  tlie  external 
valuation  of  the  Swedish  monetary  unit  would,  to  all  appearances, 
have  been  in  that  case  about  the  same  as  it  became  in  fact;  and  as 
the  exchanges  u])on  countries  wliich  had  kept  their  currencies  at 
j)ar,  as  comj)ared  with  gold,  would  then  have  remained  at  par,  the 
consc(juence  would  have  been  an  even  greater  increase  in  domestic 
]>rices  than  that  which  really  took  place.  But,  it  is  true,  nothing 
could  he  achieved  by  simply  snap])ing  the  tie  which  hound  currency 
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to  gold ; positive  measures  were  needed.  The  extremely  difficult  im- 
port and  export  situation,  in  connection  with  the  insistent  demands 
for  credits  by  the  belligerents,  made  the  difficulties  of  the  task  to  the 
Swedish  authorities  quite  exceptional — and  they  did  not  prove  equal 
to  their  task.  No  reply,  therefore,  could  be  given  to  the  vital  question 
as  to  whether  a currency  which  had  broken  off  all  formal  connections 
with  those  of  other  countries  could  maintain  itself  independently  of 
the  upheaval  which  existed  in  the  rest  of  the  monetary  world. 


CHAPTER  VI 


FROM  THE  END  OF  MILITARY  OPERATIONS  TO  AN 
INTERNATIONAL  GOLD  STANDARD 
(The  beginning  of  1919  to  May,  1925.) 

After  the  end  of  military  operations  there  was  a speedy  end  of 
those  phenomena  which  had  given  Swedish  monetary  conditions  their 
exceptional  position.  Though  very  far  from  simply  reproducing 
developments  in  other  countries,  tlie  Swedish  monetary  system  fell 
to  a far  greater  dependence  upon  that  of  the  rest  of  the  world,  espe- 
cially in  the  beginning,  than  had  been  the  case  during  the  War ; its 
story  is  of  less  interest,  therefore,  than  once  it  was.  The  course  of 
events  during  1919  principally  illustrates  the  return  from  war-time 
conditions,  while  the  first  half  of  1920  serves  as  a background  for 
the  results  of  the  great  fall  in  prices  which  followed  in  the  autumn 
of  the  same  year.  These  two  periods — 1918-1919  and  1919-1920 — 
were  almost  diametrically  opposite  in  character. 

The  Decrease  in  Foreign  Valuation  and  the  Fall  in  Prices,  1919. 

What  first  took  place  was  a notable,  not  to  say  violent,  disap- 
pearance of  the  disproportion  between  the  variations  in  the  domestic 
and  external  valuation  of  Swedish  currency.  This  was  inevitable  be- 
cause the  old  situation  with  regard  to  imports,  exports,  and  freights 
had  disa})peared ; but  it  might  have  taken  place,  theoretically  speak- 
ing, in  three  different  ways,  first,  through  a fall  in  domestic  prices, 
without  any  decrease  in  the  foreign  valuation  of  the  currency;  or, 
second,  through  a marked  fall  in  the  foreign  value  of  Swedish 
money,  keeping  the  ])rice  level  constant;  or,  third,  through  some 
combination  of  the  first  and  the  second.  The  third  was  the  course  it 
actually  took. 

It  has  already  been  said  that  Swiss  francs  had  risen  to  a pi’emium 
in  Stockholm  by  February,  1919,  and  that  they  were  followed  about 
the  end  of  IMarch  or  the  beginning  of  April  by  dollars  and  florins, 
d'his  went  on  and  the  movement  was  a rapid  one.  Swedish  currency, 
the  ])remium  on  which,  two  years  before,  had  been  the  highest,  or  one 
of  the  highest  in  the  world  was,  by  the  end  of  1919,  at  a discount  of 
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more  than  20  per  cent  as  compared  with  dollars,  which  might 
roughly  he  said  to  represent  gold.  That  discount  continued  during 
tlie  lollowing  year  and  reached  its  low  point  in  February,  1920, 
when  the  monthly  average  represented  a depreciation  of  almost  31 
j)er  cent — individual  days  showing  even  a lower  point.  As  compared 
with  sterling  the  situation  appeared  more  favorable,  for  sterling  had 
also  fallen  greatly,  as  compared  with  dollars,  when  exchange  had 
ceased  to  be  “pegged.”  Not  before  the  second  half  of  May,  1919, 
was  hinglish  currency  at  par  in  Stockholm,  and  there  was  not  much 
of  a ])remium  on  it  during  the  following  year. 

Rut,  as  has  already  been  said,  Sweden  did  not  escape  the  fall  in 
prices  on  that  account.  While  Britain — according  to  Mr.  Sauer- 
beck’s index — saw  an  insignificant  fall  in  prices  of  6 per  cent  during 
the  first  four  months  of  1919,  and  immediately  afterward  experi- 
enced an  even  stronger  rise,  and  developments  in  the  United  States 
were  about  the  same,  the  Swedish  wholesale  price  index  fell  almost 
continuously  until  October,  1919,  or  by  ITV2  P^r  cent  in  all.  As  late 
as  the  beginning  of  1919  between  the  percentage  position  of  sterling 
excliange  and  the  relative  rise  in  Swedish  ju'ices  there  had  been 
al)out  the  same  enormous  spread  as  before;  but  the  double  change 
whicli  went  on  during  all  of  1919  was  so  great  that  tliere  were  no 
peculiarities  to  account  for  at  the  end  of  the  year  (Diagram  V). 

It  goes  without  sa^ung  that  this  fall  in  prices  in  connection  with 
the  end  of  the  real  war  boom  must  present  symptoms  of  depression. 
They  made  theiu-selves  felt  in  the  first  place  on  tlie  Stock  Exchange ; 
file  great  rise  there  had  ended  during  1918,  and  during  1919  the 
fall  was  almost  as  violent  as  the  rise  had  been.  Transactions  fell  off 
by  two-thirds,  whether  the  change  in  the  value  of  money  he  elimi- 
nated or  not  (Diagram  XII)  ; quotations  then  continued  their  down- 
ward course,  and  the  average  for  1919  was  a little  less  than  four- 
fifths  of  that  of  1918.  Stock  issues  decreased  at  about  the  same  rate 
(Diagram  XIV).  On  the  other  hand,  })roduction  was  not  greatly  af- 
fected, and  the  increase  in  unemployment,  though  noticeable,  was  not 
discjuieting. 

'Pile  reasons  for  these  developments  are  not  far  to  seek.  The  char- 
acter of  foi-eign  trade  had  been  almost  completely  reversed,  as  was 
oidy  natural,  by  the  new  j)olitical  situation.  This  does  not  pointedly 
refer  to  the  relative  demand  for  inq)ort  and  ex])ort  goods,  though 
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even  tliis  factor  may  have  been  of  importance  and  must  be  consid- 
ered. And  it  does  not  answer  tlie  last  fact  to  say  that  import  prices 
dropped  almost  three  times  as  much  as  export  prices,  or  11.09  per 
cent  and  3.89  per  cent,  respectively,  in  1919.^  For  this  might  have 
been,  and  as  a matter  of  fact  was,  the  result  of  an  enormous  fall  in 
freights.  Looking  at  the  prices  of  the  most  important  export  goods 
(Diagram  VIII),  the  general  tendency  to  a fall  in  prices,  as  com- 
pared with  1918,  is  unmistakable  during  the  greater  part  of  1919, 
even  if  lumber  he  an  exception ; and  it  is  somewhat  greater  than  the 
fall  in  the  general  level  of  wholesale  prices.  This  change,  however, 
is  far  too  insignificant  to  explain  the  reversal. 

Rut  the  ex])lanation  is  at  our  hand,  and  it  lies  in  a fact  which  also 
explains  a great  deal  of  the  new  demand  for  foreign  goods.  It  is  the 
disappearance  of  obstacles  to  imports,  which  caused  an  enormous 
inflow  of  foreign  goods,  and  produced  an  excess  of  imports  of  no  less 
than  kr.  958,0()0,()()0  in  1919,  not  much  below  the  excess  of  exports 
of  both  the  ])receding  years  put  together — omitting  freight  reve- 
nues in  both  cases.  It  acted  almost  like  the  change  from  a system  of 
])rohihitive  import  duties  to  something  very  like  free  trade,  for 
Swedish  import  duties  had,  for  the  greater  part,  been  brought  down 
to  something  like  one-third  of  their  original  amount  through  the 
fall  in  the  value  of  money.  The  Swedish  price  level  was  then  far  too 
high,  as  compared  with  the  foreign  valuation  of  Swedish  currency, 
and  must  have  constituted  a strong  inducement  to  im})ort  goods,  one 
of  the  means  by  which  price  levels  and  rates  of  exchange  could  re- 
gain their  equilibrium  on  the  basis  of  free  international  intercourse. 
In  so  far  as  coal  and  lumber  freights  continue  to  be  representative, 
incoming  freights  dropped  between  1918  and  1919  by  more  than 
two-thirds,  and  outgoing  by  not  more  than  half ; and  this  made  its 
influence  felt  quite  irres])ective  of  the  fact  that  incoming  freights 
remained  at  more  than  double  their  figure  before  the  War  (Dia- 
gram X).^ 

^ These  figures  must  not  be  compared  with  the  figures  for  the  fall  in  the 
level  of  prices;  for  the  fall  in  general  prices  does  not  refer  to  tlie  averages 
of  1918-1919,  which  is,  on  the  contrary,  the  case  with  regard  to  import  and 
export  prices. 

^ The  following  table  for  coal  and  lumber  freights  per  month  during  1919 
is  taken  from  the  same  source  and  constructed  upon  the  same  plan  as  the 
table  on  page  227. 
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1919 

1919 

Coal 

Lumber 

Coal 

Lumber 

Freights 

Freights 

Freights 

Freights 

January 

203 

62 

July 

100 

153 

February 

170 

77 

August 

103 

151 

March 

158 

91 

September 

183 

157 

April 

158 

120 

October 

— 

157 

May 

140 

139 

November 

— 

161 

June 

117 

139 

December 

— 

142 

This  shows  that  not  only  did  coal  freights  fall  sharply  before 
September,  1919,  but  also  that  lumber  freights,  at  the  same  time, 
rose  quite  as  much  as  coal  freights  fell,  so  that  the  two  groups 
showed  the  same  amount  of  increase  over  1916  even  in  May,  and 
outward  freights  rose  considerably  more  after  that  time.  But  even 
more  important  than  this  was  the  disappearance  of  the  embargo 
upon  imports,  which  was  probably  the  most  important  of  all  reasons 
for  the  change. 

This  great  inflow  of  goods  from  foreign  countries  caused  a great 
deal  of  anxiety  in  many  quarters ; in  the  case  of  manufacturers  and 
farmers  the  real  reason,  though  an  unconscious  one,  was  probably, 
first  of  all,  the  fall  in  prices  which  could  not  be  openly  combated, 
though  it  would  always  be  felt  as  a great  inconvenience.  The  great 
increase  in  imports  had  been  foreseen  by  the  Monetary  Commission 
appointed  in  1918,  and  had  caused  it  to  propose  an  official  control 
of  imports  after  the  end  of  the  War ; and  quite  naturally  claims  for 
prohibition  of  imports  or  protective  duties  were  put  forward  by 
manufacturers.  It  appears  distinctly  probable  that  the  fall  either 
in  the  internal  price  level  or  in  the  premium  upon  foreign  currencies 
might  there!)}'  have  been  diminished ; but,  in  that  case,  this  would 
have  been  attained  by  creating  a “protection  against  the  economics 
of  peace,”  i.e.,  by  retaining  more  or  less  of  the  isolation  of  war-time. 
That  a great  deal  might  have  been  saved  to  the  country  if  the  fall 
in  j)i'ices  could  have  been  foreseen  is  undeniable ; but  it  was  not  fore- 
seen. The  wishes  of  the  great  majority  of  the  people  to  provide 
themselves  with  numbers  of  things  must,  besides,  be  considered  as 
natural,  to  say  the  least,  after  they  had  had  to  endure  scarcity 
caused  by  the  fall  in  the  value  of  money  and  in  real  wages,  the 
profits  of  which  had  almost  completely  gone  to  other  classes. 

It  would,  besides,  undoubtedly  have  been  possible  to  prevent  the 
discounting  of  Swedish  currency  even  without  blocking  imports 
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but,  in  that  case,  with,  as  a consequence,  an  even  greater  fall  in 
prices  than  actually  occurred.  That  Swedish  currency  depreciated 
as  compared  witli  gold  and  dollars  resulted,  to  all  appearances,  from 
the  discount  policy  of  the  lliksbank.  On  April  25,  1919,  when  the 
dollar  was  already  at  export  specie  point,  the  Kiksbank  reduced  the 
bank  rate  by  1/2  P^i’  cent,  and  on  June  13  this  was  followed  by  a 
second  and  a like  reduction,  or  to  (j  per  cent.  The  note  circulation 
was  mainly  on  the  downward  road  all  through  the  year — indexes  for 
prices  and  circulation  were  nearer  one  another  than  they  had  ever 
been  since  the  beginning  of  the  War  (Diagram  III),  or  were  ever 
to  come  again.  If  the  object  of  the  Riksbank  had  been  to  keep  the 
price  level  and  the  note  circulation  constant,  this  lowering  of  the 
bank  rate  would  have  been  quite  natural;  it  would  then  have  meant 
that  gold  parity  was  to  be  sacrificed  to  the  interests  of  a constant 
price  level,  little  below  the  highest  which  had  existed  during  the 
War.  Rut  the  officials  of  the  Rank  had  never  admitted  the  possibility 
of  doing  anything  like  that ; and  such  an  idea  was  certainly  quite 
alien  to  their  thoughts.  To  judge  from  the  utterances  of  the  direc- 
tors of  the  Rank  themselves,  they  were  probably  influenced  by  their 
unchanged  belief  in  the  inefficiency  of  the  bank  rate,  strengthened 
by  the  argument  that  the  expenditure  of  the  State  could  not  be  in- 
fluenced by  it.  The  latter  point  of  view,  to  a certain  extent,  fell  in 
with  the  opinion  of  various  people,  that  the  inefficiency  of  the  bank 
rate,  as  compared  with  the  claims  of  the  State,  made  a high  rate 
hurtful  to  economic  life.  If  the  control  of  the  note  issue,  which  had 
been  in  effect  as  late  as  the  beginning  of  June,  1918,  had  remained 
unchanged,  however,  the  policy  of  the  Rank  would  have  been  impos- 
sible, for  often  the  extra  note  issue  of  kr.  125,000,000  had  to  be 
made  use  of  in  j)art.  The  second  increase,  after  a renewal  to  a 
smaller  amount  (kr.  50,000,000),  had,  on  the  other  hand,  disap- 
peared after  July,  1919.  It  is  also  possible  that  the  ability  of  the 
Rank  to  function  without  the  help  of  the  latter  amount  may  have 
caused  the  lowering  of  the  bank  rate. 

7'he  New  Fall  in  the  Value  of  Money,  1919-1920. 

During  the  last  months  of  1919  the  economic  situation  of  Sweden 
was  once  more  completely  reversed.  We  are  here  approaching  the 
strange  after-war  boom  which  had  now  reached  our  country.  In 
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England  and  America  its  character  was  not  new,  though  its  extent 
was,  to  a certain  degree ; for  price  levels  had  there  been  rising  since 
early  in  the  summer  of  1919,  and  had  reached  far  higher  figures 
than  the  highest  of  those  of  the  War.  In  Sweden  the  price  level,  on 
the  otlier  hand,  first  rose  slowly  and  not  till  November,  but  became 
ever  more  rapid,  so  that  the  increase  of  wholesale  prices  from  Janu- 
ary to  June,  1920,  when  it  culminated,  was  no  less  than  15  per  cent 
in  five  months,  of  which  almost  half,  or  more  than  7 per  cent,  oc- 
curred during  a single  month,  February,  1920.  The  result  of  the  fall 
in  prices  during  1919  was  almost  completely  obliterated  in  the 
course  of  less  than  half  the  time  it  had  taken  to  brinff  it  into  exist- 
ence ; and  the  highest  price  level  during  the  War  was  almost  reached 
for  the  second  time. 

This  was  rather  a typical  boom  and  was  characterized  mainly  by 
the  violence  which  goes  with  such  a period  under  very  unstable 
monetary  conditions.  The  note  circulation  showed  no  very  remark- 
able increase  before  April,  1920,  and  even  its  highest  figure,  the 
index  of  343,  which  was  reached  in  August,  was  a little  below'  the 
figures  at  the  turn  of  the  year  1918-1919 — or  from  347  to  353, 
that  is,  w'hile  the  price  level  w'as  about  the  same  as  that  of  this  date 
(Diagram  III) . As  is  usual  in  such  cases,  this  was  the  result  of  orders 
or  a demand  for  goods  which  had  not  yet  resulted  in  actual  payments, 
and  w'as  probably  also  helped  on  by  an  increased  velocity  of  circula- 
tion of  money.  In  the  labor  market  the  reversal  was  strongly  felt,  the 
Stock  Exchange,  on  the  other  hand,  being  unaffected,  save  for  a 
marked  increase  in  the  volume  of  transactions  and  a moderate  rise 
in  quotations  during  the  first  quarter  of  1920. 

Nor  is  it  difficult  to  assign  the  source  of  this  influence;  and  a 
glance  at  Diagram  VIII  gives  the  explanation.  An  increase  in  the 
])rices  of  some  Swedish  export  goods,  esjiecially  mechanical  and 
chemical  pul]),  as  violent  as  that  which  began  during  the  last  months 
of  1919,  and  which  culminated  in  the  summer  of  1920,  had  not  been 
seen  even  a})})roximately  during  war-time;  dry  mechanical  pulp 
reached  nine  times,  and  strong  sulphite  seven  times,  their  pre-war 
levels.  The  same  w'as  the  case,  though  in  a smaller  degree,  in  the  case 
of  ])ig  iron  and  lumber,  so  that  all  export  goods  in  the  Diagram 
showed  a greater  increase  in  prices  than  that  of  the  price  index  (Dia- 
gram VIII).  The  likeness  to  war-time  conditions  is  also  marked  by 
the  fact  that  the  Sw'edish  |)rice  level  began  to  rise,  as  conq)ared  with 
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British  sterling  exchange,  the  exchange  remaining  at  first  unchanged 
and  afterward  going  against  Britain  (Diagram  V).  On  account  of 
the  sensitiveness  of  Swedish  export  goods  to  clianges  in  tlie  busi- 
ness c}"cle,  Sweden  is  always  ex])osed,  to  an  even  exceptional  degree, 
to  the  danger  of  being  affected  by  international  cyclical  changes, 
even  when  its  currency  is  unconnected  with  that  of  other  countries. 

It  is  a foregone  conclusion,  it  is  true,  that  these  phenomena  need 
not,  theoretically  speaking,  have  had  any  influence  u})on  the  Swed- 
ish price  level,  as  Swedish  currency  was  at  a great  discount,  and 
that  there  was,  consequently,  room  for  a strong  increase  in  value  as 
compared,  for  example,  with  dollars,  before  reaching  paritv,  even 
leaving  aside  the  possibility  of  exceeding  it.  That  the  price  level  was 
not  kept  down  was  the  effect  of  the  discount  polic}^  which  allowed 
prices  to  increase  rapidly,  while  the  currency  had  lost  a great  deal 
of  its  legal  value  in  gold;  and  the  only  thing  which  can  be  said  in 
defense  of  such  a condition  is  that  the  pressure  of  the  export  ti-ade 
boom  was  great.  This  is  a striking  illustration  of  the  fact  that  even 
a free  currency,  which  theoretically  has  a chance  to  escape  being 
influenced  by  changes  in  the  purchasing  power  of  gold,  is  seldom 
allowed  to  ])rofit  by  this  possibility,  when  the  purchasing  power  of 
gold  is  falling,  because  the  discount  policy  is  usually  influenced,  in 
the  direction  of  decreasing  the  value  of  money,  through  the  mone- 
tary policy  of  gold-currency  countries,  instead  of  following  the  rules 
of  a free  currency.  In  this  case  the  exchanges  were  allowed  to  re- 
main unchanged,  sterling  exchange  remaining  about  par  through 
the  first  half  year  of  1920,  and  dollar  exchange  having  its  premium 
raised  even  at  an  increased  rate  at  the  same  time  as  the  rise  in  the 
price  level  took  place. 

It  needs  no  explanation  that  this  course  of  things  must  have 
caused  much  concern  and  must  have  appeared  far  more  indefensible 
than  it  was  in  war-time,  for  at  that  time  the  embargo  upon  imports 
and  the  almost  conq)ulsory  credits  to  belligerents  created  difficulties 
in  the  way  of  a sound  monetary  poliev  which  had  now  disappeared 
altogether.  It  could  not,  in  such  a situation,  fail  to  be  noticed  that 
the  Swedish  monetary  system  had  been  allowed  to  retain  the  con- 
vertibility of  the  bank  note.  This  appeared  rather  useless,  it  is  true, 
in  so  far  as  the  prohibition  of  the  export  of  gold  was  still  in  force. 
But  it  was  none  the  less  a remarkable  situation  that  the  notes  of  the 
Rikshank  remained  convertible  in  gold  to  an  amount  which,  meas- 


2M 


SWEDEN  IN  THE  WORLD  WAR 


ured  by  the  dollar  or  the  value  of  gold  upon  the  world’s  markets, 
was,  estimated  from  an  average  taken  in  February,  1920,  at  45  per 
cent  above  that  of  notes,  and  that,  consequently,  something  of  much 
greater  value,  though  this  could  not  be  realized  at  the  time,  might 
he  procured  simply  by  demanding  gold  in  exchange  for  notes.  As  a 
matter  of  fact,  the  gold  reserve  of  the  Rikshank  had  slowly  dimin- 
ished from  kr.  300,000,000,  at  about  the  end  of  November,  1919,  to 
kr.  265,000,000,  at  the  beginning  of  March,  1920;  and  even  if  the 
greater  part  of  this  decrease  consisted  in  exports  on  behalf  of  the 
Rikshank  itself — kr.  27,000,000  out  of  kr.  35,000,000  had  been  ex- 
])orted,  or  kr.  9,000,000  a week  in  the  case  of  three  different  weeks — 
it  is  possible  that  a small  trickle  of  gold  was  flowing  out  of  the  Bank 
to  be  hoarded  or  smuggled. 

This  anomalous  situation,  making  it  possible  to  put  pressure  upon 
the  Rikshank,  was  pointed  out  by  the  present  writer  in  an  article  in 
one  of  the  leading  Stockholm  papers  about  the  middle  of  March; 
and,  under  the  influence  of  this,  gold  to  some  extent  was  withdrawn 
from  the  Bank.  But  the  bank  directors  instantly  met  this  device  by 
demanding,  on  the  very  day  of  the  publication  of  the  article,  a meas- 
ure making  its  notes  inconvertible;  and  after  heated  debates,  con- 
tinued for  several  days.  Parliament  passed  this  amendment.  Imme- 
diately afterward  the  Rikshank,  however,  raised  the  bank  rate  by 
1 per  cent  to  7 per  cent,  and  three  weeks  later  the  rediscount  rate 
was  taken  off  altogether,  so  that  7 per  cent  everywhere  became  the 
actual  rate.  To  that  extent  the  immediate  object  of  the  intervention 
had  been  reached,  though  at  the  cost  of  the  convertibility  of  the 
notes. 

jVnothcr  result  was  the  appointment  of  a new  Committee  of  In- 
vestigation ; but  it  had  small,  if  any,  influence  upon  the  course  of 
events.  The  developments  of  the  following  months  were  decided  by 
another  factor  which  had,  up  to  that  time,  lacked  all  influence  upon 
the  Swedish  monetary  system,  i.e.,  the  right  to  issue  notes.  The  curi- 
ous inter])lay  between  conventional  and  fundamental  forces  which 
is  usuallv  more  characteristic  of  monetary  conditions  than  of  any 
other  ])liase  of  economic  life,  made  itself  felt  with  exceptional 
strcngtli  at  this  moment.  Even  at  the  end  of  the  first  quarter  of 
1920,  just  after  the  decision  of  Parliament  with  regard  to  converti- 
bilitv,  the  unused  note  issue  had  fallen  almost  to  4 per  cent,  and  the 
corresponding  situation  recurred  at  the  end  of  subsequent  quarters. 


RETURN  TO  GOLD  STANDARD 


245 


and  even  at  month  ends.  The  reason  for  this  lay  only  to  a minor  de- 
gree in  the  increase  of  notes,  it  is  true  (Diagram  III)  ; it  lay  chiefly 
in  the  fall  in  the  gold  reserve  that  had  taken  place  since  the  end  of 
November,  1919,  and  a consequent  decrease  in  the  right  of  note  issue 
by  between  kr.  55,000,000  and  kr.  80,000,000 ; but  the  fact  remained. 
Under  different  conditions  the  directors  of  the  Rank  would,  in  all 
probability,  have  found  a way  out  by  asking  for  a renewal  of  the  so- 
called  “second  extraordinary  note  issue”  which  had  been  discontinued 
at  that  time ; but  after  the  mordant  criticism  of  the  leadership)  of  the 
Rank  which  had  voiced  itself  during  the  parliamentary  debates  of 
]\ larch,  it  would  ju'obably  have  been  useless  to  make  such  a p)roposal ; 
and  when  it  had  not  been  made  before  June  22  an  extra  session  of 
Parliament  would  have  been  needed  to  carry  it.  The  bank  directors, 
consequently,  had  no  alternative  but  to  p)ut  up  with  the  right  of 
note  issue  which  they  p)ossessed  already,  and  which  included  the  first 
supplementary  issue  of  kr.  125,000,000. 

It  is  remarkable,  however,  that  the  controllers  of  the  Rank  allowed 
the  whole  summer  to  go  by  without  any  further  increases  in  the  bank 
rate,  over  and  above  those  made  in  March  and  Ap)ril,  in  sj)ite  of  an 
insufficiency  of  the  unused  note  issue  which  became  more  j)alj)able 
every  day.  On  the  first  repoorted  day  in  Sep)teniber — that  is,  not  at 
the  end  of  a quarter,  or  even  of  a month — ^this  unused  note  issue  had 
at  last  fallen  below  2 p)er  cent ; and  it  now  became  clear  that  some- 
thing had  to  be  done.  Negotiations  had,  p)robably,  already  been 
going  on  with  regard  to  imports  of  gold — in  sp)ite  of  such  imp)orts 
being  in  contradiction  to  the  p)olicy  of  a gold  standard  when  the  cur- 
rency was  at  a discount.  Rut  not  before  Sep)tember  25  was  an  in- 
crease in  the  gold  reserve  of  a little  more  than  kr.  16,000,000  re- 
p)orted.  Refore  that  time — or  Sep)tember  17 — the  Rank  had  found  it 
necessary  to  increase  the  bank  rate  again  by  of  1 por  cent,  to 
*7 Mi?  without  reintroducing  the  rediscount  rate,  which  has  never  re- 
app)eared  since.  This  was  the  highest  bank  rate  which,  so  far  as  is 
known,  had  ever  been  quoted  by  the  Swedish  Riksbank,  and  it  ap)- 
p)ears  even  to  have  been  made  more  drastic  by  a limitation  of  credits 
through  the  help)  of  private  banks. 

]}y  this  delay  the  last  increase  in  the  Swedish  bank  rate  took  p)lace 
almost  immediately  before  a comp)lete  change  in  the  situation,  as  the 
violent  international  fall  in  prices  and  the  great  depDression  now 
reached  Sweden.  Two  things,  first,  that  the  after-war  rise  in  p)rices 


246 


SWEDEN  IN  THE  WORLD  WAR 


had  been  allowed  to  continue  as  long  as  it  did,  and  second,  that  the 
strong  measures  taken  to  prevent  the  debasement  of  the  currency 
had  occurred  just  before  the  eiad  of  that  period,  became  of  gi-eat 
importance  in  the  subsequent  course  of  Swedish  monetary  condi- 
tions. 


The  Great  Fall  in  Prices,  1920-1922. 

The  great  rise  in  the  value  of  money  hit  Swedish  economic  life 
at  least  as  hard  as  that  of  any  other  country.  According  to  a table 
which  has  been  compiled  by  the  League  of  Nations,  giving  the  fall 
in  wholesale  prices  in  21  different  countries,  the  decrease  in  Swe- 
den was  greater  than  in  any  other  country  with  a single  exception, 
if  the  respective  highest  figures  for  1920  are  taken  as  a base.  To 
be  precise,  there  was  a fall  of  no  less  than  57  per  cent  between  June, 
1920,  and  November,  1922,  while  the  fall  in  England  during  the 
same  time  was  53  per  cent,  and  that  in  the  LTnited  States  only  44 — 
during  a shorter  period,  it  is  true.®  That  such  an  unprecedented  fall 
in  prices  would  not  leave  much  chance  for  economic  life  to  function 
normally  goes  without  saying.  As  a measure  of  the  difficulties  it  may 
be  enough  to  point  to  the  unemployment  figures.  They  culminated 
at  the  beginning  of  1922  with  the  unique  percentage  of  35  per  cent 
for  members  of  Trade  Unions.  There  were  480  applications  for 
every  100  situations  listed  in  the  labor  exchanges.  And  the  actual 
number  of  the  unemployed  was  given  as  163,000,  a figure  probably 
too  low. 

Once  more  it  became  clear,  consequently,  that  Swedish  currency 
was  not  saved  by  its  independence  of  foreign  monetary  conditions 
from  following  the  international  and  largelv  American  course  of 
things,  but  was,  on  the  contrar}',  even  supernormally  influenced  by 
it,  just  as  had  been  the  case  during  the  ])receding  boom.  The  theory 
of  business  cycles  I’emains  too  uncertain  to  allow  of  a definite  judg- 
ment as  to  the  possibilitv  of  Sweden’s  being  able  to  set  herself  alto- 
gether free  from  de])endence  upon  such  international  developments. 
J’hat  it  would  have  been  possible  to  mitigate  to  a verv  great  extent, 
to  say  the  least,  the  effects  upon  Sweden,  can  hardly  be  doubted, 

^Memorandum  on  Currency,  1913-1923  (Geneva,  192i),  Table  C.  The 
index  which  has  been  ])rinci})ally  used  in  the  present  work  sliows  an  even 
greater  fall  in  Swedish  prices,  or  59  per  cent  in  December,  1923. 
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however;  for  Finland,  with  much  the  same  sort  of  exports,  proved 
herself  able  almost  wholly  to  escape  the  great  fall  in  prices. 

Rut  the  consequences  of  such  a policy  would,  of  course,  have  had 
to  he  accepted.  They  would  have  consisted,  first  of  all,  in  abandon- 
ing for  good  the  original  and,  even  at  that  time,  legal,  gold  parity, 
as  had  also  been  done  in  Finland.  When  American  prices  fell  by  44 
})er  cent  and  Swedish  currency  was  already  on  the  way  toward  a dis- 
count of  20  per  cent,  the  only  possible  consequence  of  such  a policy 
would  have  been  an  altogether  new  international  valuation  of  Swed- 
ish currency,  probably  one  diminished  by  at  least  one-half.  It  is  not 
the  object  of  the  ]}resent  investigation  to  say  what  ought  to  have 
been  done,  hut  only  to  explain  what  really  took  j)lace ; and  I shall, 
therefore,  do  no  more  than  ])oint  out  that  a Swedish  course  that 
severed  the  connection  with  the  international  trend  would  undoubt- 
edly have  made  our  country  wait  long  for  any  sort  of  stabilization 
of  the  currency.  As  late  as  eight  years  after  the  beginning  of  the 
great  fall  in  prices  no  country  which  has  kept  its  currency  at  a level 
at  all  comparable  to  its  old  value  has  been  able  to  bring  itself  to  a 
definite  devaluation.  Had  Sweden  given  up  the  return  to  parity  she 
would  probably  have  had  to  wait  for  years  for  stable  monetary  con- 
ditions, instead  of  having  been  one  of  the  first  countries  in  Europe 
to  achieve  them.  It  is  quite  another  question,  and  a much  more  diffi- 
cult one,  whether  the  fall  in  prices  in  the  United  States,  and  the  con- 
sequent increase  in  the  value  of  gold,  might  have  been  avoided;  but 
that  is  a question  which  does  not  belong  to  Swedish  monetary  his- 
tory. 

If  the  old  parity  was  to  be  kept,  or  rather  regained,  Sweden  had 
her  monetary  })olicy  after  1920  mapped  out  for  her.  All  those  in 
responsible  positions  had  more  or  less  pledged  themselves  to  this 
program,  particularly  in  connection  with  the  great  struggle  over 
monetary  affairs  in  1920;  and  what  was  perhaps  even  more  impor- 
tant, the  high  bank  rate  immediately  before  the  fall  in  prices  helped 
to  give  this  fall,  from  the  beginning,  a strength  which  was,  in  itself, 
an  important  factor  in  the  movement  toward  parity  as  com])ared 
with  the  dollar.  Even  by  December,  1920,  the  Swedish  price  level 
had  fallen  19  per  cent  below  its  maximum  for  the  year,  and  in  Janu- 
ary,  1921,  even  27  per  cent  below.  England  could  show  the  same 
figures  for  December,  but  a lower  figure — 24  per  cent — in  January. 
Holland  alone  showed  a speedier  fall,  her  respective  figures  being 
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21  and  29  per  cent.  In  the  case  of  Scandinavia  the  fall  in  Norway 
was  only  11  per  cent  and  19  per  cent.  In  Denmark,  on  the  other 
hand,  it  was  about  the  same  as  that  of  Sweden,  15  and  28  per  cent. 
A movement  like  that  in  the  case  of  Sweden  was  inevitable,  if  the 
return  to  the  old  parity  was  to  l)e  effected  within  a reasonable  time, 
when  the  depreciation  had  l)een  allowed  to  go  as  far  as  it  had  in  the 
2)receding  period;  and  so  far  the  discount  policy  of  the  Riksbank 
was,  at  that  time,  undoubtedly  a jDi'incipal  reason  for  the  fact  that 
the  fall  in  jDrices  could  not  fail  to  be  as  violent  and  destructive  as  it 
became. 

During  the  greater  ]Dart  of  1921  the  fall  in  jirices  continued  al- 
most undiminished,  only  the  last  months  of  the  year  showing  a 
pause,  at  a point  which,  with  regard  to  the  jorice  level,  was  at  or 
below  half  the  maximum  of  1920.  During  the  following  year,  1922, 
develoj)inents  in  Swedish  jjrices  were  much  calmer,  but  wholesale 
jirices  largely  continued  to  decrease  until  autumn,  when  the  fall  was 
stoj^jjed,  as  has  already  been  said,  at  a jooint  from  57  to  59  j^er  cent 
below  the  maximum  of  1920,  and  from  55  to  65  jDer  cent  above  the 
j:)re-war  level. 

Just  as  was  the  case  in  the  j^i’eceding  rise  in  prices,  this  fall  in 
prices  showed  the  characteristics  of  business  cycles  in  a highly  exag- 
gerated form.  EsjDecially  does  this  refer  to  the  insignificance  of  the 
fall  in  the  note  circulation  as  compared  with  that  of  the  j^rice  level 
(Diagram  III)  : when  the  difference  was  at  its  greatest,  in  Novem- 
ber, 1921,  the  wholesale  jjrice  index  was  174  (189  according  to  the 
Roard  of  Trade  index),  as  com|3ared  with  a circulation  index  of 
281.  IMany  explanations  of  this  were  given  at  the  time,  above  all 
that  notes  had  been  taken  to  Germany  and  hoarded.  This  was  un- 
doubtedly the  case  with  a jjart  of  the  currency;  an  investigation  by 
the  Swedish  Rankers’  Association  into  certain  j)rivate  banks  shows, 

* See  Diagram  III.  From  the  beginning  of  1920  a new  wholesale  price 
index  for  Sweden  lias  existed,  compiled  by  the  Swedish  Board  of  Trade.  The 
computation  b}'  the  League  of  Nations,  given  above,  rests  upon  the  first- 
named  index.  It  is  invariably  a little  higher  than  that  of  Silverstolpe ; and 
especially  for  the  second  half  of  1921  the  difference  is  considerable;  but,  on 
the  whole,  there  is  a tendency  to  eliminate  it.  As  a rule  the  index  of  Silver- 
stolpe has  been  used  in  the  present  work  as  being  the  only  one  covering  the 
whole  jicriod  since  1914;  but  comparisons  with  the  American  index  of  the 
Bureau  of  I.abor  for  post-war  periods  (Diagram  VI)  appear  to  apply  more 
closely  to  the  index  of  the  Swedish  Board  of  Trade. 
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when  the  notes  received  by  the  Riksbank  are  added,  a return  of 
Swedish  notes  from  foreign  countries,  during  the  years  195^^-1924, 
of  kr.  89,000,000,  of  whicli  kr.  54,000,000  came  from  Germany.  Rut 
as  late  as  1924  kr.  150,000,000  was  still  unaccounted  for,  and  the 
fact  that  the  same  phenomenon  is  almost  invariably  to  be  found  in 
all  countries,  the  price  levels  of  which  had  been  falling  at  this  time, 
leaves  no  doubt  that  the  princi})al  reason  was  quite  another  one, 
namel}^,  an  unwillingness  to  buy,  or  a decrease  in  the  velocity  of  the 
circulation  of  notes,  which  has  already,  in  the  introductory  chapter 
of  tliis  investigation,  been  shown  to  be  characteristic  of  periods  of 
falling  prices.  The  Memorandum  on  Currency,  1913-1923,  pub- 
lished by  the  League  of  Nations,  shows  the  recurrence  of  this  fact  in 
all  such  countries  during  the  fall  in  prices.  The  following  figures, 
which  refer  to  December,  1921- — the  first  figures  being  for  note 
circulation,  the  second  for  j)rice  level,  and  both  being  in  percentages 
of  the  figures  for  the  end  of  1919 — are  characteristic:  United 
States,  89-68;  Canada,  88-67;  Japan,  104-78;  Australia,  99-75; 
Great  Britain,  98-57 ; Holland,  98-56 ; Denmark,  96-52 ; Sweden, 
84-54.  Only  those  who  believe  that  the  Germans  hoarded  Japanese, 
Australian,  and  Canadian  notes  are  able  to  ex])lain  matters  on  that 
basis ; the  difference  in  the  course  of  developments  between  that  of 
Germany’s  neighbor  countries  and  that  of  the  rest  of  the  world 
probably,  on  the  other  hand,  makes  roughly  evident  the  influence 
of  this  particular  factor.® 

The  Increase  in  Foreign  Valuation. 

The  gold  value  of  the  Swedish  monetary  unit  had  not  followed 
quite  the  same  curve  as  that  of  Swedish  prices,  however;  and  this 
was  only  natural  as  Swedish  prices  did  not  experience  a decrease 
parallel  with  American  prices.  The  fall  began  earlier  in  the  United 
States  than  in  any  European  country,  perhaps  with  the  exception 
of  England,  and,  what  is  even  more  important,  went  on,  during 
1920,  far  more  rapidly  than  in  Europe,  having  by  December  of  that 

® Up  to  date  tlie  increase  of  note  circulation  has  been  considerably  greater 
than  tliat  of  prices.  But  the  final  total  in  circulation  is  principally  due  to 
that  continuous  increase  which  had,  before  the  Wai',  been  found  necessary, 
if  the  price  level  was  to  remain  unchanged,  that  is,  at  :i.85  per  cent  annually, 
on  the  basis  of  coini)ound  interest  (see  above,  page  132),  multii^lied  by  the 
change  in  the  price  level. 
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year  reached  28  per  cent,  as  compared  with  19  per  cent  for  England 
and  Sweden.  Corresponding  to  tins  the  gold  value  of  Swedish  cur- 
rency once  more  fell  sharply  in  the  second  part  of  1920,  though  not 
quite  to  so  low  a point  as  in  February;  November  showed  a new 
minimum  amounting  to  an  average  depreciation,  for  the  month,  of 
29  per  cent.  This  corresponded  quite  closely  to  changes  in  American 
and  Swedish  price  levels  during  these  months.  Rut  that  statement 
must  by  no  means  be  construed  as  meaning  that  the  rate  of  exchange 
should  have  expressed  the  relative  rise  in  prices  from  the  outbreak 
of  war.  It  only  means  that  no  nero  change  had  occurred  in  the  two 
relations;  dollar  exchange  in  Stockholm  remained  (as  compared 
with  pre-war  conditions)  from  18  to  21  per  cent  lower  than  what 
would  have  corresponded  to  the  relation  between  the  respective  rises 
in  prices,  as  will  be  shown  by  Diagram  \T. 

From  the  beginning  of  1921  the  fall  in  Swedish  prices  began  by 
being  more  marked  than  that  in  America,  especially  at  the  begin- 
7iing  of  the  }'ear  and  during  the  autumn,  when  wholesale  prices  in 
.iVmerica  had  already  been  stabilized,  and  afterward  during  the 
greater  jmrt  of  1922,  when  the  American  price  level  went  up  once 
more,  while  the  Swedish  continued  to  fall.  This  was  an  exact  expres- 
sion of  the  fact  that  the  object  of  Swedish  monetary  policy  had  been 
realized,  as  a return  to  gold  parity  made  necessary  a greater  fall  in 
Swedish  than  in  American  prices ; and  the  consequence  was,  quite 
rightly,  a marked  fall  in  the  premium  upon  dollars  in  Stockholm, 
interrupted  only  during  the  summer  months,  or  from  June  to  Au- 
gust, 1921.  Already  at  the  turn  of  the  year  1921-1922,  the  deprecia- 
tion of  Swedish  currency  was  much  less.  Its  maximum,  29  per  cent, 
in  November,  1920,  had  become  9 per  cent,  taking  the  monthly  aver- 
age for  December;  and  the  second  half  of  the  month  showed  an  even 
closer  a])proximation  to  ])arity.  This  continued  for  the  most  part 
during  the  whole  of  1922,  so  that  complete  parity  was  reached  in 
the  beginning  of  November  of  that  year. 

If  we  are  asked  for  the  causes  of  this,  the  fundamental  fact  was 
that  in  1921  the  American  wholesale  ])rice  level  fell  little  more  than 
half  that  of  the  Swedish,  and  showed  a marked  increase  during  al- 
most the  whole  of  1922;  while  the  Swedish  level  continued  to  fall 
during  the  whole  of  this  year,  and  did  not  reach  that  stability,  which 
has  since  then  been  largely  unchanged,  before  the  last  quarter  of 
the  year.  According  to  the  American  index  of  the  Rureau  of  Labor 
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and  the  Swedish  index  of  the  Board  of  Trade,  tlie  relative  changes 
in  price  levels  were  as  follows : 


Jan.-Dee.,  1921 


Jan.-Dee.,  1922 


Jan.,  1921-Dec.,  1922 


United  States 
Sweden 


-18% 

-31% 


+ 13% 
— 10% 


-8% 

-40% 


The  relative  changes  in  prices  had,  however,  none  the  less  shown 
considerable  variations  from  the  course  of  exchange,  namely,  during 
the  first  half  of  1921,  a tendency  to  a smaller  fall  in  Swedish  prices 
than  would  have  corresponded  to  the  rise  in  the  foreign  valuation  of 
the  currency,  hut  after  that  quite  the  opposite  tendency ; and  this 
second  continued  after  that  with  very  few  interru})tions,  after  the 
second  half  of  1922,  eliminating  most  of  even  that  deviation  from 
foreign  valuation,  as  compared  to  internal  purchasing  power  rela- 
tive to  pre-war  conditions,  which  had  occurred  before  the  great 
slump  in  j)rices  (Diagrams  V and  VI).  This  development  is  ex- 
])laincd  partly,  and  indeed  principally,  by  the  character  of  foreign 
trade  and  freights,  hut  to  some  extent  probably  also  by  “specula- 
tion,” i.e.,  expectations  of  future  developments  in  Swedish  exchange. 
While  both  former  factors,  trade  and  freights,  clearly  dominated, 
the  relative  character  of  their  influence  may  be  said  to  have  been 
this:  the  differences  between  1921  and  1922  were  principally  caused 
by  different  trade  conditions ; hut  the  definite  change  in  the  situa- 
tion from  this  time  onward,  as  compared  with  the  years  1914<-1920, 
was  the  result,  in  the  first  place,  of  the  disappearance  of  war  influ- 
ences u})on  freights.  This  will  now  be  shown  somewhat  more  in  detail. 

First,  with  regard  to  import  and  export  prices,  it  will  be  seen 
from  Diagram  VIII  that  sulphite  (probably  also  mechanical  pulp) 
and  apparently  luml)er  had,  as  lately  as  the  first  part  of  1921,  been 
at  a level  considerably  above  the  general  wholesale  price  level,  as 
compared  with  ])re-war  conditions ; but  that  all  export  goods  con- 
tained in  this  table  had,  after  that,  grouped  them.selves  in  remark- 
able ])roximity  to  the  general  level,  if  not  even  falling  below  it.  It  is, 
therefore,  decidedly  probable  that  this  development  in  prices  had 
contributed  to  the  course  of  events,  first,  in  the  direction  of  a high 
foreign  valuation  of  Swedish  currency  relative  to  the  pre-war  situa- 
tion, and  afterward  in  the  opposite  direction.®  On  the  other  hand,  it 

® Tlie  same  exjdanation  of  the  situation  in  the  spring  of  1921,  which  is 
here  given,  was  presented  at  that  time  by  Professor  Silverstolpe  in  a paper 
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is  remarkable  that  the  new  relative  increases  in  the  case  of  both 
chemical  and  mechanical  pulj),  which  began  during  the  second  half 
of  1922,  did  not  have  the  same  results;  in  part  this  may  be  ex- 
plained, however,  by  iron  and  steel  conditions  which  have  remained 
unfavorable  ever  since  the  beginning  of  1922.  That  developments  in 
the  prices  of  Swedish  pulp  and  paper  played  a great  part  in  the 
restoration  of  our  gold  parity — just  as  pulp  had  been  the  immediate 
cause  of  the  unfortunate  boom  of  1919-1920 — can  at  all  events  not 
be  doubted.^ 

The  spectacular  fall  in  the  incoming  as  compared  with  outgoing 
freights  that  went  on  almost  uninterruptedly  from  1918  to  the  first 
cpiarter  of  1921  (Diagrams  X and  XI)  is,  on  the  other  hand,  the 
principal  reason  for  the  disappearance  of  the  greater  part  of  that 
increase  in  the  Swedish  price  level,  as  compared  with  relative  prices, 
which  had  characterized  the  whole  period  following  the  outbreak  of 
war.  Diagrams  V and  VI  will  show  the  importance  of  this  without 
many  words.  What  remained  of  this  increase  in  the  foreign  valuation 
of  Swedish  money — and  it  was  considerable,  as  the  diagrams  will 
show — may  broadly  be  said  to  represent  the  remaining  increase  in 
the  demand  for  Swedish  goods,  as  compared  with  pre-war  condi- 
tions ; this  increase  must  even  be  considered  to  have  been  a little 
greater  than  follows  from  this,  as  incoming  freights  were  now  tend- 
ing to  fall  below  the  outgoing  average. 

There  had,  lastly,  undoubtedly  been  a certain  amount  of  specula- 
tion on  the  rise  of  Swedish  currency,  as  is  almost  always  the  case 
under  such  conditions;  and  it  is  only  natural  that  this  speculation 
should  gradually  have  grown  less  as  currency  came  nearer  to  parity 
and  new  gains,  at  least  in  comparison  with  the  dollar,  were  out  of  the 

read  before  tlie  Eeonomie  Soeiety  of  Stoekliolm  on  April  15,  1921.  He  may, 
liowever,  have  eounted  upon  the  situation  being  a little  more  permanent  than 
as  a matter  of  faet  it  proved  to  he. 

A eomparison  between  general  import  and  export  priees  is  made  in  Dia- 
gram IX,  hut  is,  as  a matter  of  faet,  very  far  from  being  eonelusive,  on  ac- 
eount  of  tlie  statistical  difficulties  created  by  the  influence  of  freights,  as 
mentioned  several  times  before.  I,  therefore,  refrain  from  discussing  them, 
as  sneli  a discussion  would  take  more  space  than  is  warranted  by  the  results. 
'I’he  reader  interested  in  tins  line  of  investigation  should  compare  Diagrams 
IX  and  XI,  hearing  in  mind  the  statistical  influence  just  mentioned.  Broadly 
s|)eaking,  the  results  already  reached  will  he  found  to  he  corroborated  if 
that  line  is  followed. 
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question.  It  is  certainly  impossible  to  gauge  the  strength  of  this  fac- 
tor and  that  of  the  increase  of  foreign  assets  in  Sweden  which  was  its 
consequence.  Rut  considering  the  quiet  course  it  took,  the  possibility 
of  explanations  of  another  sort,  and  the  fact  that  the  high  foreign 
valuation  of  Swedish  currency,  as  compared  with  the  relative  insig- 
nificance of  the  fall  in  prices,  was  most  considerable  in  the  beginning 
of  1921,  before  anything  can  be  known  of  the  possibility  of  attain- 
ing the  object  of  Swedish  monetary  })olicy,  there  is  every  reason  tor 
cautious  conclusions  with  regard  to  the  importance  of  the  specula- 
tive factor  in  the  course  of  events.  In  any  case,  it  is  apparent  to 
every  serious  observer  that  speculation  cannot  have  had  any  influ- 
ence upon  the  return  of  Swedish  currency  to  parity,  that  can  even 
be  compared  with  the  importance  of  this  factor  in  the  increase  of  the 
value  of  Danish  and  Norwegian  currencies  during  1925  and  1926. 

The  Period  of  Business  Depression. 

Needless  to  sa}^  the  course  of  events,  in  spite  of  the  favorable 
features  that,  as  a matter  of  fact,  were  present,  was  felt  to  put  an 
extraordinary  pressure  upon  all  sections  of  business  life.  The  Kiks- 
bank  maintained  the  unprecedented  bank  rate  of  7i/k  per  cent  until 
April  27,  1921,  though  that  rate  had  been  introduced  before  the  fall 
in  prices  at  the  beginning  of  September,  1920;  and  even  that  was 
made  worse,  to  some  extent,  by  the  rationing  of  capital  which  had 
been  introduced  in  1918  and  never  wholly  abolished.  The  discount 
polic}^  was  quite  natural  in  so  far  as  the  object  was  a return  to  gold 
parity;  but  none  the  less — or  even  for  that  reason — it  made  itself 
very  strongly  felt.  After  the  date  just  cited  it  is  true  that  the  bank 
rate  was  lowered  again  and  again.  The  first  reduction  amounted  to 
per  cent;  it  was  followed  by  three  others  during  1921,  and  two  dur- 
ing 1922,  all  of  1/2  per  cent,  so  that  at  the  end  of  the  first  half  year 
of  1922  the  rate  had  come  down  to  li/o  per  cent.  But  at  that  time 
the  fall  in  prices  had  also  about  reached  its  limit,  and  gold  parity 
had  been  all  but  regained. 

In  business  circles,  as  might  have  been  expected,  the  blame  for 
these  difficulties  was,  to  a great  extent,  attributed  to  other  than  the 
chief  cause,  which  was  the  general  fall  in  prices.  The  difficulties  of 
industry  were  ascribed  especially  to  foreign  competition  and,  in  that 
respect,  to  valuta-dumping  from  Germany,  i.e.,  to  the  abnormally 
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low  foreign  valuation  of  the  German  currency  which  acted  as  an 
export  premium  upon  German  goods.  The  excess  of  imports  to  Swe- 
den during  1920  had,  in  money,  been  even  greater  than  that  of 

1919,  which  had  been  considered  unprecedented  at  that  time, 
amounting  to  more  than  one  billion  kronor;  and,  even  after  a de- 
duction on  the  basis  of  the  changed  value  of  the  total  money  in 

1920,  it  was  quite  as  great  as  that  of  the  year  before.  But  this  huge 
sur])lus  largely  belonged  to  the  period  of  sharp  increases  in  prices 
at  the  beginning  of  1920;  toward  the  end  of  the  year  a considerable 
decline  set  in ; and  this  became  ever  more  strongly  marked  during 
the  course  of  1921,  so  that  the  excess  of  imports  of  that  year  (kr. 
101,000,000),  absolutely  speaking,  was  less  than  that  of  a normal 
})re-war  year  if  the  change  in  the  value  of  money  be  considered.  On 
the  other  hand,  the  decrease  in  exports  was,  quantitatively,  much 
greater  than  that  in  imports.  At  the  prices  of  1913  the  first  was  put 
at  not  more  than  53  per  cent  and  the  second  at  77. 6 per  cent  of 
those  of  1913;  and  the  fact  that  this  ratio  was,  to  a great  extent, 
balanced  by  the  low  prices  of  inqjorts,  quite  naturally  could  not 
allay  the  feelings  aroused  in  home  producers  by  imports  which  were, 
as  a matter  of  fact,  rather  small  in  absolute  amount,  when  such  a 
fall  in  j)rices  was  under  way.  In  the  first  place  there  was  the  influ- 
ence of  imports  from  Germany,  not  very  great  in  their  total 
amount,  it  is  true,  but  in  some  respects  extremely  irritating,  none 
the  less ; it  was  shown  that  they  were  in  some  cases  even  greater  than 
before  the  War.  Under  the  stress  of  this  feeling  the  Government  of 
the  time  introduced  a bill  in  the  Parliament  of  1921  proposing  to 
double  about  half  the  import  duties;  and  in  the  following  year  a 
new  Government,  which  was  in  this  case  Social  Democratic,  pro- 
])osed  measures  against  vahita-dumping ; but  Parliament  accepted 
neither.  When  the  second  proposal  was  made,  things  had,  as  a mat- 
ter of  fact,  already  run  their  course;  both  the  fall  in  prices  and  un- 
employment were  coming  to  an  end;  the  volume  of  transactions  on 
the  Stock  Exchange  increased  somewhat  after  the  long  depression; 
and  there  was  an  excess  of  exports  after  June,  1922,  resulting  in  an 
excess  also  for  the  year  as  a whole. 

W'hile  the  majority  of  home  producers  harped  upon  foreign  com- 
petition within  the  country  as  the  principal  cause  of  their  ills,  some 
circles,  particularly  among  exporters,  had  a clearer  view  of  the  real 
reasons  for  the  situation,  and  turned  against  the  actual  offender. 
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monetary  policy  itself.  The  excess  in  the  foreign  valuation  of  Swed- 
ish currency,  which  was  often  spoken  of,  gave  occasion  to  proposals 
of  counter  measures,  such  as  purchases  of  gold  or  foreign  assets  by 
the  Rikshank ; clearly  this  could  not  have  succeeded  unless  the  situa- 
tion was  the  effect  of  speculation,  perhaps  not  even  then.  At  all 
events  nothing  of  the  sort  came  about.  IMore  radical  changes  in 
monetary  policy  which  had  been  pursued  up  to  that  time  were  fa- 
vored by  some,  however ; a plan  was  hatched,  and  eagerly  advocated, 
to  hind  the  Swedish  monetary  unit  to  the  Rritish  instead  of  to  the 
American,  in  general,  probably  with  the  idea  of  going  back  imme- 
diately to  the  old  par  value  of  sterling,  which  would  have  meant  not 
only  to  halt  the  rise  in  the  value  of  Swedish  money,  but  more  than 
that,  to  lower  it  by  from  5 to  8 per  cent.  The  principal  spokesman 
for  this  policy  was  a man  who  has  since  acquired  world  fame,  “the 
match  king,”  i\Ir.  Ivar  Kreuger. 

These  plans  do  not,  however,  appear  ever  to  have  found  a sym- 
])athetic  hearing  in  politically  influential  circles ; for  in  Parliament 
there  was  a dependable  majority  against  both  protectionist  meas- 
ures and  attenq)ts  deffnitely  to  abandon  the  old  }>arity.  Rut  the 
party  which  was  perhaps  the  most  influential  in  supporting  this 
position,  the  Social  Democrats,  were,  on  the  other  hand,  hankering 
after  an  unemj)loyment  policy  of  a kind  that  would  necessarily  have 
])rolonged  the  consequences  of  the  fall  in  prices.  As  has  been  pointed 
out  in  Part  I,  this  unemployment  policy  did  not,  however,  find  a 
majority,  any  more  than  other  attempts  to  change  the  tendencies 
of  deflation.  Though  the  supporters  of  the  unemployment  policy 
that  was  adopted  constituted  a parliamentary  majority  of  a com- 
])osition  quite  other  than  that  which  upheld  the  old  gold  parity  on 
the  basis  of  free  international  intercoui'se,  the  result  of  these  differ- 
ent factors  was  a greater  consistency  and  harmony  among  the  dif- 
ferent parts  of  economic  policy  than  was  achieved  in  most  European 
countries,  though  this  cannot  he  put  to  the  credit  of  any  particular 
party  or  individual. 

'Phe  controllers  of  the  Rikshank,  on  the  other  hand,  were  able  to 
block  all  attcnq)ts  at  a formal  reestablishment  of  the  Gold  Standard 
at  this  time.  IVIaking  notes  convertible  before  other  countries  did  so 
the  Rikshank  repeatedly  declared  to  he  a “highly  dangerous  under- 
taking,” one  fraught  with  “disastrous  consequences.”  These  pro- 
posals automatically  and  re])eatedly  came  before  Parliament  in 
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1921-1922,  and  were  reported  upon  Ijy  successive  Royal  Commis- 
sions and  similar  bodies ; but  in  the  end  no  change  was  made. 

Appi'eciation  and  Depreciation,  1922-19'2S. 

When  Swedish  currency  had,  in  November,  1922,  regained  its 
parity  with  gold,  only  one  month  elapsed  before  even  that  point  was 
passed  and  it  began  to  go  higher.  It  is  easy  to  understand  that  the 
business  world  should  regard  such  a development  with  troubled 
eyes,  as  there  was  a possibility  that  the  Government  might  reintro- 
duce tlie  embargo  upon  gold,  though  this  time  not  to  prevent  a rise 
in  prices  but,  on  the  contrary,  to  maintain  a disastrous  fall  in  prices ; 
and  the  Swedish  Rankers’  Association  communicated  with  the  Riks- 
bank  and  asked  for  measures  against  this.  The  Riksbank  took  vigor- 
ous action  by  buying  up  foreign  bills,  so  that  their  foreign  assets 
rose  from  kr.  150,000,000  at  the  end  of  October  to  kr.  248,000,000 
at  the  turn  of  the  year.  The  bank  rate  was  not  lowered ; but  they 
none  the  less  gained  their  point  to  this  degree,  that  the  trend  was 
not  only  halted,  but  was,  from  the  end  of  Januai’y,  1923,  even 
turned  in  the  opposite  direction.  The  Riksbank  had  now  to  make  use 
of  its  foreign  assets  in  order  to  keep  Swedish  currency  at  par,  and 
had  by  the  end  of  November,  1923,  paid  out  fully  half  of  what  such 
foreign  assets  amounted  to.  The  private  banks,  at  the  same  time, 
wei’e  reducing  what  similar  assets  they  had.  Swedish  currency,  none 
the  less,  was  somewhat  at  a discount  even  at  the  beginning  of  Febru- 
ary, as  compared  with  the  dollar,  and  remained  at  a discount  of 
from  i/k  to  1 per  cent,  and  from  the  middle  of  October  at  from  1^ 
to  2 per  cent  when  tlie  real  figures  are  given. 

Tlie  best  explanation  of  this  is,  to  all  appearances,  the  relative 
changes  in  American  and  Swedish  price  levels.  As  has  already  been 
said,  the  American  wholesale  price  level — taking  the  figures  of  the 
Rureau  of  I.abor — had  risen  by  no  less  than  13  per  cent  between 
January  and  December,  1922,  and  the  Swedish  level  had,  during  the 
same  time,  fallen  by  about  10  per  cent.  During  1923  the  Swedish 
level  had,  on  the  other  hand,  remained  almost  unaltered,  the  Ameri- 
can showintr  a sHo’ht  decrease.  To  this  must  be  added  the  influence 
of  the  new  American  tariff,  which,  in  so  far  as  it  had  any  influence 
at  all,  must  have  increased  the  foreign  valuation  of  the  dollar  as 
comjiarcd  with  its  internal  ])urchasing  jiower.  According  to  the  quo- 
tations of  the  Riksbank  and  the  price  indexes  used,  the  downward 
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deviation  of  dollar  exchange  from  the  relative  increases  in  prices 
had  remained  constant  at  about  5 per  cent  from  November,  1922, 
to  December,  1923  (Diagram  VI)  ; and  the  explanation  would  so 
far  he  complete  on  the  basis  of  the  changes  in  price  levels.  Rut  tlie 
dollar  quotations  of  the  Riksbank  were  too  low,  as  to  which  more 
presently ; and  on  the  basis  of  New  York  exchange  quotations  the 
downward  deviation  of  dollar  exchange  was  a little  less.  Further- 
more, the  real  market  situation  may  even  have  given  Swedish  cur- 
rency too  high  a value,  because  it  had  been  caused  by  a constant 
selling  off  of  foreign  assets  in  Stockholm.  It  was  no  doubt  a legiti- 
mate source  of  satisfaction  that  tlie  Swedish  price  level  had  been 
stabilized ; but  for  a country  which  was  preparing  itself  for  a return 
to  the  Gold  Standard,  it  was  a drawback  that  this  stabilization  had 
taken  place  at  a point  which,  to  all  appearances,  was  a little  too  high 
to  admit  of  an  altogether  unchanged  parity  with  gold  and  dollars. 

This  meant  that  something  had  to  be  done  to  create  the  right  re- 
lation between  the  value  of  money  in  Sweden  and  in  the  LTnited 
States.  The  officials  of  the  Riksbank  tried  to  go  on,  with  the  help  of 
operations  on  the  exchanges,  throughout  1923;  and,  up  to  Novem- 
ber, kept  the  Swedish  bank  rate  at  4I/2  per  cent,  the  lowest  level 
since  the  outbreak  of  war. 

At  the  session  of  1923  the  question  of  making  notes  convertible 
took  on  more  political  importance  than  ever  before,  in  part,  too, 
precisely  because  of  a fear  that  the  parity  with  gold  might  be  lost 
again.  Parliament,  consequently,  stated  as  a qualification  of  its  de- 
cision to  postpone  convertibility  that  the  directors  of  the  Bank 
should  not  diverge  from  gold  parity  except  for  reasons  “which,  if 
the  Gold  Standard  had  been  re-introduced,  would  have  made  it 
necessary  to  abandon  it.”  This,  combined  with  the  decrease  in  the 
gold  reserve,  made  the  controllers  of  the  Bank  raise  the  bank  rate 
by  no  less  than  1 per  cent  to  5pk. 

Still  the  course  of  events  left  a great  deal  to  be  desired.  Toward 
the  end  of  1923  and  at  the  beginning  of  1924  the  dollar  .showed  a 
general  tendency  to  rise,  as  compared  with  European  currencies,  a 
tendency  that  had  been  expected  for  some  time.  It  may  have  been 
connected  with  “flight  of  capital”  from  Europe,  i.e.,  transfers  of 
capital  to  the  United  States;  but  at  least  in  the  case  of  Sweden  the 
downward  deviation  of  dollar  exchange  from  relative  price  levels 
tended  rather  to  increase,  instead  of  to  decrease,  at  the  beffinnintr 
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of  1924,  so  that  price  changes  may  explain  such  a tendency.  In  spite 
of  the  rise  in  tlie  Swedish  hank  rate  the  difficulty  of  keeping  to  gold 
jnarity,  consequently,  remained.  At  the  end  of  1923  the  llikshank 
strengthened  its  reserves  in  foreign  assets  hy  some  kr.  20,000,000 ; 
l)ut  in  January  the  outflow  began  once  more.  In  order  not  to  he 
compelled  to  raise  the  nominal  rate  of  dollar  exchange  above  kr. 
3.795,  corresponding  to  a discount  on  Swedish  currency  of  1.6  per 
cent,  and,  at  the  same  time,  to  escape  the  great  demands  upon  its 
reserves  in  foreign  assets,  which  would  have  resulted  from  making 
this  quotation  official,  the  Rikshank  hit  upon  the  device  of  making 
use  of  double  quotations  for  the  dollar.  To  a certain  extent  this  was 
a development  of  the  custom  which  the  Rank  had  been  following 
from  the  beginning  of  the  War,  of  giving  out  nominal  quotations 
which  deviated  more  or  less  from  the  real  figures.  But  as  late  as 
1921  the  directors  of  the  Bank  had  protested  that  their  quotations 
were  decided  exclusively  by  true  current  values ; and  this  position 
now  became  impossible  to  maintain. 

An  important  new  step  had,  consequentlv,  been  taken  in  a direc- 
tion away  from  any  correct  marketing  of  foreign  assets.  Bills,  to  a 
limited  extent,  were  sold,  hut  only  to  favored  importers  at  the  nomi- 
nal quotation,  the  rest  of  the  demand  being  supplied  at  the  market 
rate,  which  rose  as  high  as  3.87.  The  New  York  quotation  showed 
a depreciation  in  Swedish  currency  of  2.35  per  cent.  It  is  probable 
that  it  was  ])reciselv  this  policy  that  increased  the  premium  on  the 
dollar,  as  dollars  were  purchased  out  of  fear  for  the  future  of  Swed- 
ish exchange.  The  officials  of  the  Bank  probably  thought  of  them- 
selves as  having  fulfilled  the  requirements  of  Parliament  with  regard 
to  kee])ing  to  dollar  pariW ; hut  the  real  situation  was  that  this 
])arity  had  been,  to  some  extent,  given  up  and  had  been  replaced  by 
something  as  strange  as  a premium  on  inqiorts  of  all  goods  or  on 
such  demands  as  were  considered  legitimate  by  the  Bank  and,  con- 
secpiently,  at  the  same  time,  by  a rationing  of  the  demand  for  for- 
eign exchange.  The  only  motive  given  by  the  Rikshank  for  such  a 
])olicv  was  that  they  had  had  to  retain  sufficient  reserves  of  foreign 
assets;  hut  this  clearly  constituted  no  ex])lanation  at  all  of  the 
fact  that  the  Bank  had  needlessly  allowed  the  currency  to  he  at  a 
discount,  although  the  continuation  of  inconvertibility  had  been 
granted  on  comlition  this  should  not  take  place. 
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The  Reestablishment  of  the  Gold  Standard,  192/f.. 

For  the  first  time  since  191-i  the  Government  now  declined  to 
follow  the  directors  of  the  Rank.  This  is  easy  to  explain  in  so  far  as 
the  IMinister  of  Finance,  Mr.  K.  J.  Reskow,  had  the  year  before 
been  able  to  assent  to  a continuation  of  inconvertibility  solely  be- 
cause of  his  firm  belief  that  parity  would  remain  unaltered  even 
without  the  help  of  cash  payments,  and  this  belief  had  been  made  a 
mockery.  The  IMinister  of  Finance  now  openly  declared  that  he  did 
not  find  the  arguments  of  the  directors  of  the  Raidc  convincing,  and 
said  further,  that  even  before  then,  March  7,  he  had  had  it  under 
serious  consideration  to  propose  an  immediate  return  to  the  (fold 
Standard.  For  certain  reasons  he  had,  however,  found  that  a new 
and  brief  ])eriod  of  preparation  was  necessary,  especially  because 
of  the  fact  that  the  Riksbank  would  have  to  amend  exchange  con- 
ditions as  they  then  were.  Rut,  in  his  opinion,  the  period  of  delay 
must  not  last  longer  than  July  1 ; and  contributing  to  that  decision 
was  the  fact  that  under  the  agreement  with  Denmark  and  Norway 
in  1917  the  prohibition  of  the  export  of  Scandinavian  gold  coin  was 
subject  to  three  months’  notice.  The  intervening  time  must  be  used 
for  the  submission  of  the  aro-uments  of  the  Rank’s  directors  to  fur- 

O 

ther  scrutiny;  and  it  was  intended  that  Parliament  should  have  a 
second  chance  to  decide  as  to  the  resumption  of  cash  payments  after 
July  1. 

J'his  emancipation  of  Government  from  the  leading  strings  of  the 
directors  of  the  Rank — which  presently,  and  for  the  first  time, 
brought  down  the  market  premium  on  the  dollar  to  the  official  rate — 
made  a great  stir  in  circles  connected  with  the  Rank.  In  the  Stand- 
ing ('ommittee  on  Ranking  of  Parliament,  to  which  the  bill  was  sent 
in  due  course,  o[)inions  were  a})parently  very  much  divided  be- 
tween assent  to  the  proposal  of  the  Government  and  assent  to  that 
of  the  directors,  and  the  result  of  the  Committee’s  deliberations  was 
a surprise  to  almost  everyone.  For,  on  March  22,  it  proposed  unani- 
mously that  cash  payments  be  resumed,  and  the  prohibition  of  gold 
exports  be  revoked,  but  not,  according  to  the  proposal  of  Gov- 
ernment, on  July  1,  but  immediately,  or,  on  April  1;  that  is,  when 
(lealing  with  the  principal  question  the  Committee  went  further  even 
than  the  Minister  of  Finance  himself.  The  reason  given  for  this  in 
the  subsequent  debate  in  Parliament  was,  chiefly,  that  the  bill  ap- 
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peared  to  make  a resumption  on  July  1 almost  necessary,  and  that 
an  immediate  step  would  be  more  profitable,  in  order  to  prevent  an- 
other debate  and,  thereby,  also  another  cause  of  disturbance.  In 
compensation  for  this  great  concession  to  the  adversaries  of  the 
bank  directors,  a limitation  was  put  on  the  Gold  Standard,  in  so  far 
as  a prohibition  of  gold  imports  for  everyone  except  the  Rank  was 
also  to  be  in  force  from  April  1 till  it  should  be  revoked  by  the  King, 
after  consultation  with  the  bank  directors.  The  most  surprising  part 
of  this  change  of  front  was  that  the  bank  directors  gave  their  explicit 
adherence  to  the  whole  new  proposal ; for  the  dangers  of  an  outflow 
of  gold,  in  their  opinion,  could  not  be  compared  with  those  of  an  in- 
flux. They  stressed  the  fact,  it  is  true,  that  they  had  found  their 
original  proposal  safer;  but  they  gave  no  information  as  to  what  had 
allayed  their  fears,  which  had  been  expressed  year  after  year,  and  on 
the  last  occasion  less  than  a month  before,  based  upon  Stockholm’s 
being  “the  only  free  gold  market  in  Europe”;  nor  was  any  explana- 
tion forthcoming  of  the  reason  for  an  import  prohibition  of  gold  be- 
ing substituted  for  the  earlier  form  of  an  embargo. 

In  any  case,  the  long-debated  question  was  now  finally  set  at  rest. 
On  March  29  both  Chambers  agreed  to  the  proposal  of  the  Standing 
Committee  on  Banking,  the  Upper  House  unanimously,  the  Lower 
by  124?  votes  against  60,  the  latter  being  for  the  original  Govern- 
ment Bill. 

Sweden  as  the  Sole  European  Maintainer  of  the  Gold  Standard, 

192Jp-1925. 

It  goes  without  saying  that  the  Gold  Standard  itself,  especially 
in  the  beginning,  presented  some  difficulties  to  those  who  were  chiefly 
responsible  for  the  Swedish  standard  of  money.  But  they  were,  only 
to  a very  small  extent,  caused  by  convertibility  and,  to  a somewhat 
greater  extent,  by  the  retention  of  parity;  and  opinions  differed  with 
regard  to  the  right  method  of  meeting  them. 

In  tlie  beginning  the  bank  directors  did  not  change  much  in  their 
handling  of  the  situation,  with  the  very  important  exception  that 
the  doid)le  rates  of  exchange  disappeared,  and  the  demands  for  for- 
eign bills  were  met  more  fully  at  the  official  rate ; in  consequence  of 
this,  at  the  beginning  of  June  the  total  of  foreign  assets  in  the  Bank 
had  dropped  to  kr.  66,5()0,00(),  hardly  half  the  figure  at  the  begin- 
ning of  the  year.  During  the  whole  month  of  April  dollar  exchange 
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was  kept  almost  unchanged ; toward  the  end  of  the  month  the  pre- 
mium was  even  raised  to  ^ per  cent  with  the  exchange  at  3.80. 
Clearly  this  was  a source  of  surprise,  because  there  could  be  no 
doubt  that  this  rate  was  considerably  beyond  export  specie  point 
and  would,  consequently,  have  led  to  an  export  of  gold,  in  spite  of 
the  fact  that  the  prohibition  of  the  export  of  gold  coin  did  not  dis- 
appear until  July  1,  and  gold  coin  would  have  had  to  he  melted 
down  to  he  exported.  There  was  no  export  of  gold  worth  mentioning, 
however,  during  the  first  weeks  that  followed,  probably  because  the 
world  had  had  time  to  forget  how  a gold  currency  worked.  But 
after  the  third  week  of  April  the  corrective  designed  for  the  Gold 
Standard  made  itself  felt,  and  on  May  10  the  gold  reserve  of  the 
lliksbank  had  been  diminished,  since  April  1,  by  kr.  23,600,000. 
Adding  the  reduction  of  foreign  assets  which  was  kr.  11,300,000 
since  the  date  mentioned,  the  total  was  nearly  kr.  35,000,000.  The 
Rikshank  had  now  speedily  to  lower  the  premium  on  the  dollar  and 
it  reduced  the  rate  on  the  same  day.  May  10,  to  3.765,  which  ap- 
pears to  have  been  regarded  as  export  specie  point.  At  this  point  it 
remained  unchanged  for  six  weeks,  foreign  assets  diminishing  dur- 
ing the  same  time  by  kr.  21,200,000.  Moreover,  it  was  not  wholly 
possible  to  hold  down  the  market  rate  of  the  dollar  to  the  same  pre- 
mium as  that  of  the  official  rate. 

There  were  several  even  among  the  most  eager  advocates  of  a 
return  to  the  Gold  Standard  who,  at  this  time,  strongly  condemned 
the  step  which  had  been  taken.  IMore  frequent,  however,  was  the 
opinion  that  the  bank  rate  would  have  to  be  increased  in  order  to 
raise  the  value  of  Swedish  money  to  a point  which  allowed  it  to  re- 
tain parity  with  the  dollar,  instead  of  glossing  things  over  by  opera- 
tions on  the  exchange.  Such  a })oint  of  view  was  quite  natural,  as 
will  be  seen  from  what  has  been  said  already.  In  so  far  as  it  is  possi- 
ble to  come  to  more  precise  conclusions  on  the  basis  of  materials 
which  are  as  difficult  to  compare  as  price  indexes,  the  American  level 
of  wholesale  j)rices,  according  to  the  Bureau  of  Labor,  even  showed 
a somewhat  stronger  tendency  to  a decline  than  the  Swedish  (ac- 
cording to  the  Swedish  Board  of  Trade)  during  the  spring  and 
summer  of  1921;  while  both  theorists  and  laymen  had,  in  general, 
been  expecting  developments  of  quite  a different  sort.  xV  temporary 
phenomenon  was  probably  of  more  importance  than  this,  however ; 
for  an  unusually  hard  winter  had  delayed  Swedish  shipments  and. 
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consequently,  decreased  tlie  supply  of  foreign  bills.  At  all  events,  the 
controllers  of  the  Bank  did  not  follow  advice  and  increase  the  bank 
rate.  Their  policy,  as  became  clear  at  last,  proved  to  be  the  right 
one,  in  so  far  as  the  result  was  a somewhat  greater  price  stability  in 
Sweden  than  in  the  United  States.  Instead  the  Bank  assumed  credits 
in  New  York  during  April  and  May  to  a total  of  $35,000,000,  or 
kr.  130,000,000,  in  all,  and,  by  this,  greatly  strengthened  the  re- 
serve of  foreign  assets.  The  difficulties  were  over  for  the  time ; 
$10,000,000  of  the  $35,000,000  which  had  been  taken  up  in  the 
S})ring  was  paid  back  by  September  and  October,  and  the  rest  was 
believed  largely  to  have  been  left  unused.  In  October  a State  loan 
for  another  $30,000,000  was  taken  up  in  America ; it  was  not  meant 
to  support  the  exchange  but  might,  at  first,  be  used  for  that  pur- 
pose. The  American  wholesale  price  level  had  now  been  turning  de- 
cidedly u})ward,  during  the  late  summer  and  autumn ; it  was  fol- 
lowed by  the  Swedish.  And  a gradual  fall  in  the  value  of  the  dollar, 
in  comparison  with  most  European  currencies,  succeeded  the  earlier 
rise. 

The  difficulties  which  have  here  been  discussed  were  not  properly 
the  outgrowth  of  the  Gold  Standard  as  such,  but  of  the  retention  of 
gold  parity.  But  later  on,  for  the  first  and — up  to  the  present  date 
- — only  time,  another  factor  became  of  importance  which  might  be 
said  to  give  some  small  support  to  the  insistent  expressions  of  opin- 
ion by  the  Riksbank  that  the  Gold  Standard,  i.e.,  convertibility, 
could  create  difficulties  which  did  not  come  from  parity  itself.  What 
occurred  was  a new  demand  for  gold,  ])rinci})ally  from  Germany 
and  growing  out  of  the  Dawes  plan  ; for  this  demand,  in  part,  turned 
to  Sweden  as  the  countr}-  nearest  at  hand.  The  Bank  met  this  with 
something  so  unnecessary  as  an  import  of  gold,  and,  as  was  believed, 
an  import  of  kr.  9,00(),()()0.  But  it  saw  its  gold  reserve  falling  at  the 
same  time  almost  continuously,  or,  from  the  latter  part  of  August 
to  the  end  of  the  year  by  kr.  l-i,90(),000,  that  is,  if  the  assumed  im- 
])orts  of  gold  be  added,  by  almost  exactly-  the  same  amount  as  in  the 
eai’lier  half  of  the  year.  At  the  same  time  the  Riksbank  again  re- 
duced the  value  of  the  dollar  in  Swedish  currency  or,  finally,  to  3.71, 
which  was  a discount  for  American  exchange  of  almost  % per  cent. 
And  there  it  remained  from  the  first  half  of  December,  1924,  to  the 
end  of  A])ril,  1925. 

By  the  beginning  of  Ma}'  the  position  of  Sweden  as  the  only  gold- 
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standard  country  in  Europe  came  to  an  end ; for  (ireat  Britain, 
I lolland,  and  Switzerland,  and  also  several  countries  beyond  the  sea, 
now  went  back  to  the  Gold  Standard.  After  that,  no  specific  difficul- 
ties in  retaining  the  Swedish  Gold  Standard  can  even  be  imagined. 
Such  difficulties  as  had  occurred  before  that  time  will  appear  to  have 
been  of  very  moderate  proj)ortions  as  they  did  not  even  call  for  an 
increase  in  the  bank  rate.  It  is  a curious  irony  of  fate  that  the  resump- 
tion of  cash  payments  by  England,  which  had  been  considered  by  the 
great  majority  of  Swedish  opponents  of  resumption  to  be  the  only 
supj)ort  necessary  for  the  stability  of  a Swedish  gold  currency,  led  to 
immediate  difficulties  for  that  country  of  vastly  greater  importance 
than  those  which  Sweden  had  had  to  meet  during  her  year  of  isolated 
adherence  to  the  Gold  Standard;  the  princii)al  reason  for  this  was 
that  England  was,  as  a matter  of  fact,  far  less  prepared  for  dollar 
parity  than  was  Sweden. 

The  Dissolution  of  the  Token  Money  Union,  19i83-19i2J^. 

W1  len  the  last  step  had  been  taken  in  the  return  to  an  effective 
Gold  Standard  in  Sweden,  the  last  remnants  of  the  Scandinavian 
Monetarv  Union  that  might  be  considered  to  have  retained  any 
j)ractical  importance  were  likewise  liquidated. 

d’he  connection  between  the  gold  coinage  of  the  three  countries 
had  been  wholly  ended  long  before,  as  has  Ijeen  shown  in  an  earlier 
])age.  And,  in  consequence,  the  rates  of  exchange  fluctuated  freely. 
Danish  and  Norwegian  exchange  had  been  continuously  at  a dis- 
count since  19U),  but  it  had,  up  to  the  end  of  1919,  usually  remained 
within  10  per  cent.  At  the  time  of  the  great  fall  in  the  international 
value  of  Swedish  currenc}",  the  discount  on  Norwegian  currenev,  as 
compared  with  Swedish,  was  far  less;  it  even  ap})roached  quite  closely 
to  parity.  But  from  then  on  the  spread  increased  rapidly,  especially 
in  the  case  of  Norwegian  exchange.  And,  in  the  second  half  of  1923, 
the  latter  was  at  a discount  of  from  35  to  41  per  cent,  as  compared 
with  Swedish,  Danish  being  at  a discount  of  from  32  to  34  per  cent. 

I'he  curious,  not  to  say  incredible,  part  of  the  situation  was  that 
one  single  clause  of  the  Monetary  Union  still  stood,  the  clause  which 
referred  to  token  money.  This,  consequently^  had  remained  legal 
tender  to  its  nominal  value  in  all  three  countries.  Thoueh  a Nor- 

O 

wegian  note  or  bill  for  kr.  10  was  equivalent  to  no  more  than  from 
5.6*0  to  6.30  Swedish  kronor,  10  Norwegian  kroner  were,  in  token 
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money,  equivalent  to  10  Swedish.  The  diffei’ence  in  the  case  of  Dan- 
ish money  was  less,  hut  even  that  difference  was  enormous.  One  Nor- 
wegian krone  was,  in  Sweden,  worth  from  1.60  to  1.80  Norwegian 
kroner;  and  one  Danish  krone  was,  in  Sweden,  worth  1.50  Danish 
kroner.  The  situation,  in  other  words,  was  absurd,  and  there  could 
he  no  doubt  as  to  the  result.  In  spite  of  prohibitions  of  the  export  of 
token  money,  supported  by  penalties  ever  more  Draconian,  a con- 
tinuous stream  of  Danish  and  Norwegian  token  money  flowed  to 
Sweden ; after  having  been  in  circulation  there  for  some  time  it 
flowed  into  the  Riksbank ; and  it  was  at  last  sent  back  to  Denmark 
and  Norway,  where  it  had  to  be  honored  according  to  its  nominal 
amount  in  Swedish  kronor.  As  always,  when  measures  which  appear 
natural  to  everyone  are  made  criminal,  the  inventive  power  of  the 
smuggler  grew  in  equal  measure  with  the  severity  of  the  legal  meas- 
ures of  the  two  States.  The  smuggling  assumed  forms  that  were  en- 
tirely businesslike;  certain  individuals  in  Denmark  and  Norway, 
especially  street-car  conductors,  collected  token  money  and  had  it 
transferred  to  central  stations  on  the  Swedish  side,  stipulated  com- 
missions being  paid.  And  even  law-abiding  Danish  and  Norwegian 
citizens,  who  did  not  stoop  to  smuggling,  forebore  to  pay  for  their 
purchases  in  their  own  country  in  a currency  which  had  a value  50 
or  80  per  cent  higher  at  some  place  only  a few  hours  awa3^  Such 
token  money  of  a face  value  of  kr.  1 or  kr.  0.50  as  was  not  smuggled 
out  was,  therefore,  hoarded  and  disappeared  from  circulation  quite 
as  thoroughly  as  if  it  had  been  smuggled  away,  so  that  Denmark 
and  Norway  had  to  fall  back  upon  notes  for  small  amounts  as  a 
substitute  for  metallic  currency.  The  whole  story  was  as  pretty  a 
demonstration  as  anyojie  could  wish  of  the  so-called  Gresham’s  Law 
— which  says  that  when  two  sorts  of  nione}^  are  legal  tender  for  the 
same  amount  the  inferior  money  will  drive  out  the  superior. 

From  a Swedish  point  of  view  the  entire  phenomenon  was  of  no 
great  inq)ortance,  though  it  put  an  abundance  of  token  money  into 
circulation,  and  may,  thereby,  have  meant  possibly  a certain  in- 
crease in  ])rices.  The  Riksbank,  furthermore,  out  of  courtes}^  to  our 
neighbor  countries  forebore,  at  the  beginning,  to  send  back  their 
money,  which  piled  up  an  abnormally  large  stock  of  token  money  in 
the  Rank  itself.  When  this  situation  was  changed,  the  total  figures 
for  such  smuggling  came  to  be  known.  And,  it  appears  from  the 
yearbook  of  tlie  Rank,  the  sums  sent  back  by  Sweden  in  the  course 
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of  the  years  1923  and  1924  amounted  in  Norwegian  money  to  kr. 

19. 300. 000,  and  in  Danish  to  almost  exactly  the  same  sum,  or  kr. 

19.500.000,  that  is,  to  a total  of  kr.  38,700,000.  By  comparing  this 
with  the  total  amount  minted  (smelting  deducted)  during  the  fifty 
years  of  the  Monetary  Union,  it  will  be  found  that  exactly  40  per 
cent  of  what  had  been  minted  in  Denmark  since  1873  had  gone  to 
Sweden  during  the  few  years  of  the  depreciation  of  the  currency, 
and  had  had  to  be  bought  back  for  its  nominal  value  in  gold.  The 
corresponding  figures  for  Norway  appear  to  be  lacking. 

Even  in  that  rich  record  of  human  folly  which  is  called  the  mone- 
tary history  of  the  world,  this  ej)isode  must  be  said  to  take  a high 
place,  token  money  being  allowed  to  remain  at  par  for  eight  years 
after  the  date  when  the  principal  currency  had  lost  its  parity.  Curi- 
ously enough,  there  was  a marked  antipathy  in  Norway  and  Den- 
mark to  those  changes  which  the  situation  clearly  called  for.  In  the 
first  place,  this  appears  to  have  been  caused  by  an  unwillingness  to 
give  up  the  idea  of  a speedy  return  to  parity  with  Sweden,  but  an- 
other thing  that  contributed  may  have  been  the  fact  that  the  Riks- 
bank  allowed  the  money  to  remain  in  Stockholm  and  did  not  ask  for 
immediate  repayment.  Internal  conditions  may  also  have  assisted.  At 
last  the  situation  became  impossible,  however ; and  after  conferences 
in  Christiania  in  October  and  in  Stockholm  in  December,  1923,  and 
consecutive  ratifications  by  the  three  Parliaments  in  the  beginning 
of  1924,  even  this  last  remnant  of  a Monetary  Union  was  aban- 
doned. The  old  convention  money  lost  its  character  as  legal  tender 
in  all  three  countries  six  months  after  the  ratification  of  the  stipula- 
tions, that  is,  on  October  6,  1924.  One  thing  only  was  made  an  ex- 
ception : such  money  was  to  be  received,  and  will  continue  to  be  re- 
ceived, at  the  Riksbank.  Another  not  less  important  point  Avas  that 
Denmark  and  Norway  introduced  token  money  of  quite  a new  type, 
which  had  never  been  legal  tender  in  Sweden  and,  therefore,  could 
not  be  made  to  circulate  there. 

When  the  Gold  Standard  was  introduced  in  Sweden  on  April  1, 
1924,  notice  was  also  given,  as  arranged  in  the  agreement  with  our 
neighboring  countries,  for  the  freeing  for  export  of  Scandinavian 
gold  coin;  that  is,  Swedish  gold  currency  could  be  freely  exported 
after  July  1:  all  that  now  remains  of  the  Monetary  Union  is  little 
more  than  a single  stipulation,  namely,  that  all  Scandinavian  gold 
coin  should  be  legal  tender  in  all  three  countries.  Even  this  is  limited 
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by  Sweden’s  prohibition  of  gold  imports,  which  does  not  except 
Scandinavian  gold  coin ; but  this  lacks  all  actual  importance,  in  so 
far  as  gold  circulation  is  non-existent.  On  the  other  hand,  the  Mone- 
tary Union  has  never  been  formally  revoked;  and  it  is  by  no  means 
out  of  the  question,  though  it  is,  on  the  other  hand,  no  foregone  con- 
clusion, that  this  link  in  economic  Scandinavianism,  which  had  been 
so  highly"  valued  before  the  War,  will  come  to  new  life  with  greater 
or  smaller  changes,  since  both  Denmark  and  Norway  have  returned 
to  the  Gold  Standard.  But  this  question  still  belongs  to  a future 
which  we  must  not  here  attempt  to  prophesy. 

CONCLUSION 

We  have  now  come  to  the  point  where  Sweden,  for  all  practical 
})iuq)oses,  returned  to  the  Gold  Standard,  though  without  that  close 
connection  with  her  neighbor  countries  which  had  resulted  from  the 
IMonetary  Union  of  earlier  days.  True  the  prohibition  of  gold  im- 
])orts  remained  and  still  remains;  but  except  for  brief  periods  its 
influence  has  so  far  been  negligible.  No  menace  to  the  continuation 
of  the  Gold  Standard  is  as  yet  in  sight,  and  it  may  assuredly  be  said 
to  be  non-existent  so  long  as  humanity  in  general,  and  Sweden  in 
}jarticidar,  is  able  to  live  in  at  least  comparative  peace.  One  great 
weakness  in  the  legal  foundation  of  the  Swedish  Gold  Standard  has 
been  left,  however;  thei’e  is  nothing  which  can  prevent  international 
movements  of  gold  from  being  blocked  at  any  time  by  a simple  de- 
cision of  tbc  Government,  and  blocked,  too,  even  without  consulting 
the  directors  of  the  lliksbank  or  the  Public  Debt  Oflice.  While  con- 
vei’tibility  of  notes  into  gold  is  part  of  the  Constitution,  and  con- 
vertibility of  gold  into  notes  is  regulated  by  statute,  both  alike  can 
be  made  (juite  illusory  by  laying  a prohibition  on  the  import  or  the 
export  of  gold.  Experience  gained  during  the  years  1919-1920,  in 
particular,  admits  of  no  doubt  as  to  this. 

Naturally,  no  steps  have  been  taken  by  Sweden  to  lay  the  founda- 
tion of  a monetary  system  which  might  possibly  take  the  place  of  the 
Gold  Standard,  in  spite  of  the  fact  that  the  conception  that  that 
standard  is  oidy  a station  on  the  road  to  a monetary  system  directly 
working  for  a stable  value  of  money  has  been  gaining  ground  in 
many  parts  of  the  world.  Swedish  economists  and  bankers  might  be 
beld  to  have  a particular  task  to  fulfil  in  working  out  such  a system, 
first,  on  account  of  their  character  as  the  creators  of  the  embargo 
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upon  gold,  second,  and  perhaps  to  an  even  greater  degree,  because 
such  a plan,  even  before  the  end  of  last  century,  was  proposetl  by  one 
of  the  most  weighty  of  Swedish  economists,  Knut  Wicksell,  in  his 
hook  Gcldzms  und  Guterpreise  (1898).  At  that  time  the  plan  was 
simply  regarded  as  Utopian,  and  its  practicability  can  by  no  means 
he  considered  as  established  even  now.  liut  it  is  undeniable  that  its 
j)olitical  and  psychological  possibilities  have  been  strengthened  by 
the  War;  and  before  his  death,  which  occurred  early  in  1926,  its 
original  creator  was  able  to  apply  its  workings  more  fully  to  the 
present  situation. 

If  we  cast  a last  glance  back  over  the  checkered  career  of  the 
Swedish  monetary  system  since  191  i,  it  will  appear  that  the  out- 
come has,  after  all,  })roved  ha})pier  than  in  most  countries,  happier 
even  than  in  certain  neutral  countries.  Some  of  the  factors  which 
have  contributed  to  this  must  simply  he  considered  as  happ}'  coinci- 
dences, above  all,  perha])s  the  high  foreign  valuation  of  our  export 
goods  during  the  great  fall  in  prices.  But  the  representatives  of  eco- 
nomic science  may,  perhaps,  he  allowed  the  credit  of  having  made 
some  contributions  to  the  result,  as  their  criticism  began  earlier  and 
was  more  continuous  than  in  most  countries,  the  result  being  that  it 
was  at  last  able  to  influence  both  the  opinions  of  politicians  and  those 
of  the  general  public.  However  this  may  be,  it  is  an  instructive, 
though  by  no  means  a comforting  observation,  that  even  such  great 
monetary  mistakes  as  those  which  have  been  made  in  Sweden — over 
and  above  those  which  might  he  considered  natural  or  difficult  to 
avoid — have  not  made  it  impossible  to  reach  results  which  coni})are 
favorably  with  those  which  can  be  shown  by  most  countries. 

'^rhe  above  narrative  consecjuently  illustrates  the  lack  of  wisdom 
which  has  ruled  the  world  of  money  since  1914:  Quantilla  prndcntia 
vmndus  monetarius  rcgitur. 

BIBLIOGRAPHICAL  NOTE 

As  the  sources  of  Swedish  monetary  history  are  mainly  in  Swedish 
little  would  he  gained  by  enumerating  them  here.  Instead,  we  may  make 
general  reference  to  the  unabridged  Swedish  edition  of  the  present 
work,  as  ]mhlished  by  the  Carnegie  Endowment  under  the  title  Bidrag 
till  Svcriges  eko7iomislca  och  sociala  liistoria  Jindcr  och  eftcr  viirlds- 
kriget  (Stockholm,  192G).  Over  and  above  what  is  published  in  the 
j)rcsent  volume  it  contains,  among  other  things,  all  the  materials  for 
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the  treatment  of  the  subject,  and  also  statistical  tables  upon  which  the 
diagrams  and  the  text  of  this  monograph  have  been  based. 

As  to  general  theory,  it  will  be  clear  from  the  previous  account  that 
I consider  the  treatment  of  the  classical  economists,  Ricardo  and  Mill 
in  the  first  place,  as  essentially  correct  with  regard  to  the  problems  here 
studied.  My  treatment  is  in  even  greater  accordance  with  that  of  my 
former  puj)il  and  present  colleague  and  friend.  Professor  Bertil  Ohlin 
of  Copenhagen  University,  as  expressed  in  his  doctor’s  thesis,  Handelns 
teori  (Theory  of  Trade),  published  in  192I.  A very  much  enlarged  and 
entirely  rewritten  edition  of  this  volume  will  appear  in  the  “Harvard 
Economic  Series.”  Professor  Ohlin  has  also  been  of  great  help  to  me  by 
giving  much  valuable  criticism  at  different  stages  of  the  present  inquiry. 
On  the  other  hand,  I have  already  given  in  the  text  my  reasons  for  dif- 
fering from  Professor  Gustav  Cassel  in  his  well-known  writings  upon 
this  subject,  especially  his  first  book,  Dyrtid  och  sedeldverfldd  (Stock- 
holm, 1917),  but  also  his  second.  Money  and  Foreign  Exchanges  since 
191  Ji-  (London,  1923;  Swedish  edition  in  1922).  Both  theoretically  and 
statistically  his  explanations  aj^pear  to  me  to  be  essentially  erroneous, 
for  reasons  given.  Possibl}^  Professor  Cassel  has  considered  it  to  be  his 
first  duty  to  substitute  for  ideas  that  are  virtually  dangerous,  notions 
which  are  far  from  satisfactory  from  a scientific  point  of  view,  but  sim- 
ple enough  to  be  easily  understood  and  less  likely  to  cause  actual  mis- 
chief ; and  his  practical  influence  has  been  as  great  as  it  is  well  known. 
The  volume  by  Dr.  James  W.  Angell,  The  Theory  of  International 
Prices,  “Harvard  Economic  Series,”  vol.  XXVHI,  was  published  at 
about  the  same  time  as  the  Swedish  text  of  the  present  series.  I have  not 
found  it  necessary  to  insert  references  to  it  in  those  places  where  we 
find  ourselves  dealing  with  the  same  problems. 

Miss  Karin  Kock,  D.Phih,  has  prepared  the  diagrams  here  published 
as  well  as  the  tables  upon  which  they  have  been  based,  besides  being  of 
great  help  in  many  different  ways. 
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PREFACE 

Of  all  neutral  countries  In  the  World  War  Norway  was  perhaps 
most  influenced  by  it.  In  a way  she  was  even  involved  in  it.  Her  mer- 
cantile marine,  being  of  the  foremost  rank  in  the  peace-time  strug- 
gle for  the  control  of  the  sea,  was  a favorite  object  of  the  attacks  of 
the  German  submarines,  and  sustained  losses  heavier  in  coni})arison 
than  those  of  any  other  nation.  In  absolute  figures  Great  Britain 
alone  had  a greater  loss.  And,  within  Norway’s  own  borders,  another 
war  was  fought,  or  at  least  one  part  of  it — that  commercial  war  that 
was  w'aged  between  the  two  great  groups  of  enemies.  Indeed,  in  Nor- 
way, the  direct  effects  of  modern  warfare  upon  production  and  trade 
in  neutral  countries  can  be  studied  with  great  ])rofit. 

How  it  came  that  the  War  so  powerfully  influenced  Norway  has, 
up  to  now,  been  told  only  in  part : what  has  been  written  upon  it  is 
scanty  and  insufficient.  The  author  of  this  present  treatise,  there- 
fore, following  the  course  indicated  by  the  editor  in  chief  in  his 
preface  to  the  whole  series  of  this  History,  concentrated  his  atten- 
tion upon  the  archives.  He  succeeded  in  obtaining  unlimited  access 
to  those  of  the  Foreign  Ministry,  thanks  to  the  kindness  of  Mr.  Ivar 
I.ykke,  then  Minister  of  Foreign  Affairs,  and  l\Ir.  Esmarch,  the  per- 
manent under-secretary  of  state.  The  author  is  also  glad  to  state 
that  the  current  discussion  in  the  press  of  Norway  since  the  publica- 
tion in  October,  1927,  of  the  Norwegian  edition  has  not  revealed  any 
misa])])rehension  of  facts.  Thus,  the  descri})tion  of  events  here  pre- 
sented may  have  a claim  to  be  considered  as  authoritative. 

As  a consequence  of  the  author’s  purpose  to  give  an  elaborate  ex- 
planation of  the  immediate  effects  of  the  War  upon  the  economic 
life  of  Norway,  he  had  to  limit  himself  to  the  period  of  the  War.  If 
he  had  deviated  from  this  course,  and  included  post-war  events  as 
well,  the  unity  of  the  work  would  have  suffered ; for,  during  the  years 
of  liquidation,  the  dominating  influences  in  our  economic  develop- 
ment must  be  attributed  to  circumstances  other  than  the  War. 

Including  a statistical  appendix,  the  Norwegian  edition  of  this 
monograph  comprises  357  ]>ages.  The  author  is  himself  responsible 
for  the  abridgment. 

Wilhelm  Keilhau 

Oslo,  July  1,  1928 


CHAPTER  I 


THE  PANIC  AT  THE  OUTBREAK  OF  THE  WAR 

July,  lOl*!,  was  an  extremely  warm  month.  Day  after  day  the 
whole  of  Norway  lay  bathed  in  sunshine.  All  the  townspeople  who 
could  afford  it  were  holidav-niaking  at  the  seaside,  in  the  country, 
or  high  up  in  the  mountains.  Nearly  every  man  of  importance  had 
left  the  ca2)ital  during  the  last  two  weeks  of  the  month.  This  is  un- 
doubtedly the  chief  explanation  of  the  curious  fact  that  the  develop- 
ment of  European  events  from  the  murder  at  Serajevo  u})  to  the 
very  last  days  of  July  made  hardly  any  impression  in  Norway.  Then 
the  approaching  danger  sudtlenly  dawned  upon  the  holiday-makers 
at  the  tourist  hotels,  mountain  cottages,  and  bathing  places,  and  at 
once  they  all  became  panic  stricken.  The}'  hurried  home,  over- 
crowding trains,  coast  steamers,  and  omnibuses,  and  choking  the 
most  outlying  telephone  lines  by  hurry  calls  for  the  latest  news. 

On  July  23  Austria  sent  her  ultimatum  to  Servia,  and  on  the 
twenty-fifth  the  Austrian  Ambassador  left  Belgrade.  On  the  twenty- 
seventh  the  stock  exchanges  closed  in  Vienna,  Budapest,  and  Brus- 
sels. On  the  twenty-eighth  Austria  declared  war  on  Servia.  But  the 
Christiania  Bourse,  even  on  the  twenty-ninth,  was  as  quiet  and  un- 
affected as  on  any  ordinary  summer  day,  and  the  rates  of  exchange 
remained  unaltered. 

However,  on  July  31  everything  had  changed.  Numbers  of  busi- 
ness men  were  at  the  Bourse  eagerly  scanning  the  latest  telegrams. 
J'he  Stock  Exchange  was  closed.  Telegrams  from  Germany  telling 
of  export  ])rohibitions  were  soon  causing  uneasiness  on  the  Corn  and 
Flour  Exchange.  Sifted  rye  flour,  which  on  the  previous  Friday  had 
been  quoted  at  kr.  13.50  per  100  kilograms,  rose  kr.  1,  and  before 
closing  hours  that  afternoon  was  sold  at  kr.  20.  Sterling  exchange 
rose  3 ore,  and  other  international  exchange  was  similarly^  affected. 
The  Norges  Bank,  tlie  one  bank  of  issue  in  Norway,  ex])erienced  a 
run.  Peo])le  demanded  gold ; and  large  amounts  were  withdrawn  from 
the  ]>rivate  banks. 

Throughout  the  afternoon  flour  prices  continued  to  rise.  One  pur- 
chaser l)ought  300  bags  of  rye  at  kr.  25  per  bag,  and  later  in  the 
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evening  the  price  had  reached  kr.  32.  By  noon  on  August  1 several 
of  the  large  flour  importers  in  Christiania  were  already  sold  out,  and 
quotations  on  cereals  were  suspended.  Meetings  of  the  boards  of  di- 
rectors of  the  leading  banks  were  held,  at  which  it  was  decided  that 
tlie  six  months  withdrawal  notice  should  be  enforced,  and  that  pay- 
ments to  savings  bank  depositors  should  be  limited  to  kr.  100  per 
day. 

On  August  1 the  Norges  Bank  raised  the  rate  of  discount  from 
5 per  cent  to  6 per  cent.  Tlie  board  of  directors,  however,  took  the 
demand  for  gold  quite  coolly  and  limited  themselves  to  checking  it 
by  those  measures  which  in  economics  are  termed  petty  devices : only 
six  or  eight  people  were  allowed  to  enter  the  bank  at  once,  and  the 
gold  withdrawn  was  counted  out  coin  by  coin. 

Retail  buying  was  also  under  forced  pressure.  There  were  people 
who  bought  everything  they  could  lay  their  hands  on.  It  is,  how- 
ever, hardly  fair  to  characterize  all  heavy  purchases  as  the  result 
of  j)anic.  One  must  remember  that,  the  night  before,  many  house- 
wives had  returned  to  quite  empty  larders. 

The  real  day  of  panic  in  Christiania  was  IMonday,  August  3 ; for 
on  that  morning  even  the  most  optimistic  had  become  alive  to  the 
fact  that  the  Great  War  was  inevitable.  The  cables  of  Saturday 
evening  had  contained  reports  of  Germany’s  declaration  of  war  on 
Russia  and  the  German  march  into  Luxembourg.  It  was  a day  of 
pouring  rain.  But  this  did  not  keep  crowds  from  gathering  outside 
the  baidcs,  the  groceries,  the  coal  offices,  and  the  bakers  and  butch- 
ers, several  hours  before  ojjening  time  in  the  morning;  and  in  many 
places  the  police  had  to  keep  order  in  the  queues.  The  largest  crowd 
gathered  outside  the  Norges  Bank;  and  after  closing  hours  the  jani- 
tor had  his  hands  full  picking  up  ladies’  hats,  broken  and  torn 
umbrellas,  collars,  ties,  and  loose  shirt-fronts.  Nevertheless,  it  con- 
tinued to  pay  out  gold  at  its  head  office,  and  the  banks  to  meet  de- 
mands for  currency ; but,  thanks  to  the  limit  of  kr.  100  per  day,  for 
all  (lej)ositors,  no  crushingly  large  amounts  were  withdrawn.  In  the 
evening  a number  of  retail  sho})s  were  compelled  to  close  because 
they  were  entirely  sold  out.  Wholesale  wheat  and  flour  merchants 
canceled  all  orders  on  hand,  and  wholesale  grocers  postponed  de- 
liveries. 

On  August  3 j)rices  continued  to  rise.  Grain,  quoted  at  kr.  23 
per  bag  before  the  sus})ension  of  quotations,  rose  to  kr.  40  per  bag. 
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while  individual  sales  at  kr.  75  were  made  in  Christiania,  and  at  kr. 
80  in  Trondhjeni. 

In  the  afternoon  of  August  3 the  retail  merchants  held  a meeting 
in  the  Bourse  and  decided  to  introduce  a kind  of  private  rationing 
system  for  certain  things.  Sugar  sales,  for  instance,  were  to  be 
limited  to  2 kilograms  per  person. 

The  same  day  the  Norges  Bank  raised  the  bank  rate  to  6V2  per 
cent  and,  at  the  same  time,  in  a public  statement  said,  “It  is  quite 
inexplicable  that  ])eople  not  only  withdraw  money  from  the  banks, 
hut  also  demand  the  conversion  of  their  notes  into  gold  in  order  to 
hide  it.  Those  who  wish  to  lessen  difficulties  should  not  resort  to  this 
pi’ocedure.” 

It  is  a well-known  fact  that  the  managing  director  of  the  Bank, 
Mr.  Karl  Gether  Bomhotf , when  sending  out  this  communication  had 
firmly  resolved  not  to  stop  the  redemption  of  gold,  and  evidently  the 
whole  board  backed  him  in  this.  Thus,  they  took  a much  cooler  and 
more  reasonable  attitude  toward  the  situation  than  financial  leaders 
in  Sweden  and  Denmark. 

In  Sweden,  on  August  2,  the  representative  body  of  the  Riksbank 
resolved  to  suspend  gold  payments  without  notice  and  in  direct  con- 
tradiction to  the  laws  in  force.  In  Denmark,  by  August  1,  a govern- 
ment ju'oposal  to  amend  the  Bank  Act  was  laid  before  Parliament, 
according  to  which  it  would  be  left  to  the  Nationalbanken  to  decide 
whether  it  would  continue  to  make  gold  payments ; and  on  August  2 
the  change  in  the  law  being  an  established  fact,  the  Nationalbanken 
immediately  ceased  to  redeem  its  notes. 

Up  to  August  4)  the  amount  of  gold  paid  out  by  the  Norges  Bank 
was  not  more  than  kr.  1,300,000,  and  the  panic  had  evidently 
decreased.  A rational  public  opinion  ought,  therefore,  to  have  sup- 
ported the  Bank’s  resolution  to  maintain  payments  as  legally  pro- 
vided. However,  the  example  shown  by  Sweden  and  Denmark  be- 
came contagious.  A leading  journal  demanded  vehemently,  but  with 
little  logic,  that  the  Norges  Bank  should  adopt  the  policy  of  Stock- 
holm and  Copenhagen,  and  the  Government  at  once  yielded.  Against 
the  protest  of  IVIr.  Bomhoff,  on  the  same  day  it  passed  a provisional 
statute  suspending  gold  payments.  By  the  same  statute  a general 
moratorium  for  one  month  was  provided  for. 

The  cessation  of  gold  payments  had  the  immediate  result  that  a 
great  number  of  people  began  to  hoard  silver.  They  paid  as  largely 
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as  possible  in  notes  and  asked  for  small  change.  Not  a few  went  di- 
rectly to  the  Norges  Rank  to  get  silver ; and  the  Rank’s  reserve  stock 
of  silver  coin  in  a few  days  dropped  by  kr.  1,000,000.  Most  of  such 
silver  was  hoarded.  It  was  ]nit  into  safes,  or  hidden  away  in  stock- 
ings. Tliose  great  industrial  enterjjrises  which  had  to  pay  in  odd 
amounts  had  troubles  proportionately. 

Tbe  most  })eculiar  manifestation  of  the  money  panic  was,  how- 
ever, the  fear  of  foreign  money  which,  quite  spontaneously,  had  even 
made  itself  felt  by  the  end  of  Jvdy.  At  that  time  there  were  great 
numbers  of  foreign  tourists  in  Norway.  IMany  of  them  carried  their 
own  national  currenc}y  letters  of  credit,  checks,  or  other  money  or- 
ders, wliich  tliey  were  accustomed  to  exchange  at  any  time  and  al- 
most anywhere  in  Norwa}\  Rut  in  many  places  this  was  suddenly 
brought  to  an  end.  There  were  even  banks  that  refused  to  accept 
foreign  money  or  cliecks.  Thus,  a representative  of  the  Alby  United 
Carbide  Factories  Ihmited,  in  the  beginning  of  August  tried  in  vain 
to  sell  a check  on  London  for  £10,000  to  his  bank  in  Rergen,  not- 
withstanding tlie  fact  that  the  amount  was  to  be  used  for  wages  due 
the  factory’s  Norwegian  workmen  at  Odda,  and  to  meet  other  Nor- 
wegian obligations. 

The  panic  at  the  outbreak  of  the  War  was  not  confined  only  to 
the  large  towns.  It  spread  throughout  the  country.  It  was  particu- 
larly intense  along  the  coast  and  not  least  in  the  fjord  districts  be- 
tween Rergen  and  Trondhjem;  here  large  German  battle  cruisers 
had  been  observed  as  late  as  Sunday,  July  26,  and  the  Kaiser  him- 
self had  been  at  Ralhohn  up  to  six  o’clock  in  the  afternoon  of  July 
25.  It  is,  therefore,  no  wonder  that  ])eople  in  those  ])arts  of  the  coun- 
try during  the  first  days  of  August  thought  that  naval  warfare 
would  begin  just  outside  their  own  doors,  and  that  all  means  of  trans- 
portation would  accordingly  be  cut  oft'. 

In  most  places  tbe  j)anic  lasted  till  Saturday,  August  8.  The  week 
after,  it  lessened  considerably,  and  by  about  the  middle  of  the  month 
most  ])eople  l)cgan  to  take  a much  calmer  view  of  the  situation.  In 
September  they  were  already  looking  upon  their  own  behavior  in 
Au<)-ust,  and  iiarticularly  on  the  follies  of  others,  with  a certain  in- 
dulgcnt  compassion.  J'he  ]>anic  days,  wlicn  discussed  later  on,  were 
invariably  condemned,  and  the  merchants  who  raised  their  prices 
were  very  severely  criticized. 

Nor  can  it  be  denied  that  many  foolish  things  were  done  dur- 
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ing  the  first  days  of  the  War.  Stories  went  the  round  of  solitary  old 
ladies  buying  as  many  as  thirty  loaves  of  bread,  and  of  childless 
cou})les  laying  in  a reserve  stock  of  Nestle’s  Food.  Very  nervous 
peo])le  bought  everything  they  came  across ; in  cases  where  the  chief 
foodstuffs  were  rationed  the}^  went  in  for  special  articles;  and  in  one 
of  the  coast  towns  the  shops  sold  out  all  shoe  polish  and  candles  on 
the  first  da}'. 

Rut  one  must  not  overlook  the  fact  that  the  motives  which  drove 
people  to  make  panic  purchases  were  natural  enough.  To  the  great 
majority  of  Norwegians  the  outbreak  of  the  World  War  came  as  a 
complete  surprise.  Hardly  anyone  had  estimated  what  effect  it 
would  have  on  Norway,  or  how  they  themselves  would  meet  it.  It 
became  suddenly  plain  that  the  country  as  a whole  was  quite  as 
unprepared  as  they  were  themselves,  and  that  there  would  be  out- 
and-out  distress  if  supplies  were  cut  off.  Nor  could  anyone  tell  what 
would  happen  in  coastal  waters.  jMost  people  had  heard  or  read  of 
the  maritime  asj)irations  of  Germany,  and  took  it  for  granted  that 
the  Norweg-ian  coast  would  see  the  world’s  greatest  naval  war.  On 
this  assumption  a cutting-off  of  supplies  might  be  no  distant  possi- 
bility, but,  on  the  contrary,  a near  probability.  In  such  a moment 
it  is  only  natural  that  each  one  makes  the  discovery  anew  that  his 
first  concern  is  his  family,  and  that  it  is  his  duty  to  look  after  wife 
and  children  before  anything  or  anyone  else. 

So  far  as  the  criticism  of  Norway’s  merchants  is  concerned,  this 
was,  in  many  cases,  justified,  as  there  is  no  doubt  whatever  that 
many  availed  themselves  of  the  situation  to  increase  prices  unrea- 
sonably. Rut  it  would  be  unfair  to  put  too  much  emphasis  on  a few 
instances  of  very  high  j)rices ; and  it  might  also  be  said  that  there 
were  just  as  many  exani])les  of  merchants  continuing  to  sell  at  the 
old  rates,  and  rationing  their  goods  among  their  regular  customers. 
Resides,  in  a community  with  uncontrolled  prices,  a strongly  in- 
creased demand  is  bound  to  result  in  prices  rising.  The  automatic 
laws  of  supj)ly  and  demand  work  in  that  way.  Finally,  it  must  be 
borne  in  mind  that  a merchant’s  stock  means  to  him  tied-up  working 
ca])ital,  and  those  wholesale  merchants,  importers,  and  sho])keepers 
whose  stocks  were  exhausted  in  the  first  days  of  August,  1914,  had 
no  guarantee  of  being  able  to  replenish  them  at  the  prices  realized, 
even  if  they  sold  at  huge  profits.  Resides,  in  most  cases  it  was  the 
buyers  who,  of  their  own  accord,  offered  to  pay  excess  prices. 
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During  the  first  days  of  the  War,  both  buyers  and  sellers  were 
also  under  a tremendous  nerve  strain.  The  sudden  outbreak  of  war 
had  made  an  overpowering  impression  on  everyone.  Those  peace- 
loving  people  who  tilled  their  land  and  were  busy  at  their  trades  felt 
as  if  an  abyss  had  been  opened  before  them.  All  safe  calculations 
were  on  the  verge  of  collapse.  In  a few  days  Norway  might  even  be 
drawn  into  the  War.  The  future  was  uncertain  and  unknown. 

Rut  it  was  not  only  alarm  and  anxiety  which  unbalanced  people’s 
minds.  To  many  of  Norway’s  thinking  people  the  first  days  of  war 
meant  a crisis  in  their  whole  mental  lives  that  went  deeper  than  they 
themselves  understood,  a revolution  in  all  their  habitual  conceptions 
and  ideas.  Tliose  who  had  put  firm  faith  in  culture,  civilization,  and 
perpetual  progress  suddenly  saw  the  ground  give  way  under  all 
such  convictions — or  what  we  may  call  their  religion  of  this  world. 
Their  ideas  were  cut  adrift,  their  inner  life  lost  its  bearings.  Fur- 
thermore, external  events  were  so  great,  so  overwhelming,  that 
everything  that  happened  at  home  seemed  to  shrivel  up  and  lose  any 
objective  significance.  That  people  in  their  own  generation  should 
allow  themselves  to  be  driven  into  a world  war  was  a disillusionment 
so  bitter  and  so  complete  that  nothing  that  happened  later  could 
release  feelings  that  otherwise  would  have  been  released  when  obvi- 
ous wrongs  were  committed.  To  many,  two  essential  things  had  begun 
to  weaken : the  sense  of  proportion  and  the  capacity  for  indignation. 
The  panic  in  the  days  of  August  was  something  more  than  a series 
of  incidental  outward  events.  It  was  the  first  effect  of  a new  and  dis- 
turbed social  mentality. 

The  same  was  undoubtedly  the  case  over  the  whole  of  Europe. 
Nowhere  did  people  remain  unhurt  by  the  psychical  strain  which 
they  had  gone  through  at  the  outbreak  of  the  War.  Everywhere 
minds  became  unbalanced,  but  in  Norway  all  this  was  to  become 
most  apparent  and  most  fateful  in  the  economic  world. 


CHAPTER  II 


WAR-MADE  ECONOMIC  PROBLEMS 

The  outbreak  of  the  War  created  many  new  problems  for  the  Nor- 
wegian Government.  In  part  they  were  foreign,  in  part  internal. 
Between  the  two  there  was,  however,  an  intimate  connection.  The 
aim  of  the  Government’s  foreign  policy  must  he  the  preservation  of 
neutrality,  that  of  its  home  policy  to  maintain  production  and  com- 
merce so  far  as  possible  at  their  former  levels.  The  continuance  of 
economic  life  on  the  old  peaceful  lines  was,  however,  only  feasible 
so  long  as  neutrality  could  he  maintained.  Therefore,  at  the  out- 
break of  the  War,  the  problems  of  foreign  policy  took  first  place, 
and  throughout  the  years  of  hostilities  they  played  the  dominating 
part  in  Norwegian  politics  and  economy.  This  means  that  the  eco- 
nomic history  of  Norway  during  the  War  cannot  he  written  without 
giving  an  account  of  the  many  troubles  with  which  the  country  was 
confronted  in  the  field  of  foreign  politics. 

In  the  case  of  one  country,  however,  the  event  was  to  prove  that 
the  difficulties  wei’e  less  than  anyone  could  have  expected.  This  was 
in  relations  with  Sweden. 

When  the  War  began  only  nine  years  had  elapsed  since  Norway 
severed  the  union  with  Sweden,  and  the  Norwegians  had  to  reckon 
with  the  fact  that  a certain  bitterness  still  prevailed  in  that  neighbor 
country.  In  addition  to  this,  it  was  known  that  sympathies  in  Swe- 
den were  rather  pro-German,  and  in  Norwegian  military  and  naval 
circles  it  was  feared  that  an  attack  on  Norway  lay  within  the  range 
of  the  German  war  plans.  So  important  was  the  situation,  as  re- 
garded Sweden,  that  it  was  practically  out  of  the  question  for  the 
Government  of  Norway  to  form  any  plans  for  a foreign  policy,  or 
even  to  make  economic  provisions  until  it  knew  what  course  Sweden 
would  take.  But  it  should  not  be  forgotten  that  the  Swedish  Gov- 
ernment, even  ])rior  to  the  outbreak  of  the  World  War,  had  can- 
didly and  clearly  given  Norway  assurances  of  Sweden’s  desire  to 
maintain  peace  in  the  North,  and  had  taken  the  initiative  in  negotia- 
tions for  the  establishment  of  a Norwegian-Swedish  peace  entente. 

d'his  was  done  on  July  29,  1914.  On  that  day  the  Swedish  Min- 
ister in  Christiania,  Baron  Ramel,  approached  the  Norwegian  For- 
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eign  Minister,  Mr.  Nils  Claus  Ililen,  on  behalf  of  the  Swedish  Minis- 
ter for  Foreign  Affairs,  Mr.  Knut  Wallenberg,  asking  him  “w'hether 
he  would  agree  that  during  the  European  war  at  any  rate,  Norway 
and  Sweden  should  shape  their  course  by  a guaranty  never  to  attack 
each  other.”  Mr.  Ihlen  replied  in  the  affirmative,  and  on  the  follow- 
ing day  Baron  Ramel  conveyed  to  him  the  thanks  of  IMr.  Wallen- 
berg. 

This  initiative  was  followed  by  negotiations  at  Christiania  be- 
tween rej)resentatives  of  the  tw'o  Governments,  and  on  August  8 
identical  communications  were  exchanged  between  Mr.  Ihlen  and 
Baron  Kamel.  They  affirmed  anew  that  in  no  case  were  Sweden  and 
Norway  to  take  hostile  measures  against  each  other. 

iVt  the  time  when  the  initial  negotiations  between  Sweden  and 
Norway  were  still  going  on,  the  declarations  of  neutrality  of  the 
three  Nordic  Powers  were  issued.  The  German  IMinister  at  Chris- 
tiania had  already  given  formal  assurance  of  his  Government’s  reso- 
lution to  res])ect  the  neutrality  of  Norway.  The  Allied  ministers, 
on  their  side,  had  assured  Mr.  Ihlen  that  their  countries  would  help 
Norway  if  she  should  be  attacked  by  Germany.  As  matters  stood,  the 
Norwegian  (lovernment  resolved  to  confine  military  and  naval  meas- 
ui-es  to  the  setting  u})  of  a neutrality  defense.  The  chief  burden  of 
the  task  fell  on  the  navy,  which  had  been  completely  mobilized  on 
August 

By  August  2 the  Government  had  also  decided  upon  its  economic 
})olicy. 

It  may  be  said  that  this  policy  took  into  account  five  groups  of 
])roblems.  It  dealt  with  the  monetary  confusion,  the  retention  of 
home-produced  necessities  for  internal  consumption,  the  facilitating 
of  threatened  imports,  unemployment,  and  war-time  financial  diffi- 
culties. 

According  to  the  Norwegian  constitution,  genuinely  legal  meas- 
ures can  be  promulgated  by  the  Government  only  in  the  form  of 
so-called  “provisional  statutes,”  which  remain  in  force  until  they  can 
be  dealt  with  by  the  National  Assembly,  tlie  Storthing.  Several  of  the 
Government’s  enactments  in  tlie  first  days  of  August  were  of  this 
character.  Tlie  Storthing,  liowever,  which  during  that  summer  had 
merely  ad  journed,  was  called  together  for  August  8 to  deal  with  the 
new  problems. 

As  has  been  mentioned  in  Chapter  I,  the  Provisional  Statute  of 
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August  4<  had  sus])endcd  gold  payments,  and  introduced  a general 
moratorium  for  one  month.  Both  these  measui’es  were  confirmed  by 
the  Storthing  in  new  laws.  The  regulation  of  the  currency  situation 
was  cared  for  in  the  following  addition  to  Section  7 of  the  “I^aw 
Governing  the  Norges  Bank”: 

In  times  of  unwonted  danger  the  King  may  decide  that  the  Bank’s  re- 
demption of  notes  shall  be  temporarily  suspended.  In  the  event  of  sucli 
suspension,  notes  shall  not  cease  to  be  legal  tender. 

A Boyal  Ordinance  covering  the  suspension  of  gold  payments 
was  immediately  issued. 

Another  amendment  to  the  Law  Governing  the  Norges  Bank  was 
simultaneously  passed.  In  Section  11  it  was  prescribed  that  if  it 
should  a])})ear  from  any  of  the  Bank’s  balance  sheets  that  the  statu- 
tory  right  of  note-issue  had  been  exceeded,  the  Bank  should  pay  into 
the  Exchequer  a royalty  of  6 ])er  cent  per  annum  on  the  excess 
amount,  and  this  royalty  should  be  increased  by  per  cent  per 
month,  ])rovided  the  discre])ancy  had  not  been  adjusted  in  the  mean- 
time. But  to  this  most  excellent  j)rovision  there  was  ap})ended  the 
following  dubious  addition: 

d'he  King  may  reduce  the  royalty  when  the  Bank’s  redemption  of  notes 
is  ])ostponed,  according  to  the  last  paragraph  in  Section  7. 

And,  on  August  19,  such  a reduction  was  permitted. 

Under  another  law  the  ex})orting  of  gold  and  silver  was  forbidden. 

By  these  three  provisions  of  law — the  suspension  of  gold  pay- 
ments, the  abolition  of  the  penalizing  royalty,  and  the  prohibiting 
of  the  international  use  of  gold  and  silver — the  whole  foundation 
and  structure  of  the  Norwegian  monetary  system  was  changed.  An 
entirely  new  period  in  Norway’s  economic  history  was  initiated.  It 
is,  however,  not  j)ossible  from  the  documents  of  the  time  to  discover 
that  any  of  the  i)ersons  concerned  were  aware  of  this. 

The  second  major  ])roblem  with  which  the  Government  had  to 
deal  in  August,  191-1,  was  the  question  of  ensuring  a continuance  of 
the  necessities  of  life  for  the  Norwegian  people. 

A ])rovisional  statute  of  August  4 im])osed  export  ])rohibitions  on 
grain  and  flour,  ])otatoes,  coal,  coke,  and  mineral  oils.  It  was  fur- 
ther decided  that  maximum  prices  could  be  fixed  for  the  staple  neces- 
sities, and  that  the  Government  had  the  power  to  requisition  sup})lies 
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of  such  goods  at  maximum  prices.  The  execution  of  these  measures 
was  delegated  by  the  Government  to  a Food  Commission,  which  was 
appointed  the  same  day,  with  the  Director  of  Shipping,  Mr.  Harald 
Pedersen,  as  president. 

Tlie  Commission  decided  at  its  first  meeting  to  request  the  Pro- 
vincial Governors  immediately  to  see  that  in  each  parish  council  a 
local  food  commission  should  be  appointed,  consisting  of  three  mem- 
bers, to  deal  with  the  problems  of  local  supplies.  And  its  next  step 
was  to  establish  maximum  prices  for  certain  vital  commodities, 
though  such  prices  were  in  force  for  only  about  a month. 

In  order  to  eke  out  the  stocks  of  corn,  on  the  initiative  of  the  Com- 
mission the  Provisional  Statute  of  August  4,  in  its  third  section,  pro- 
vided that,  until  further  notice,  it  was  forbidden  to  use  grain  and 
potatoes  for  the  production  of  beer  and  liquor. 

The  Provisional  Statute  also  contained  a temporary  prohibition  of 
the  selling  and  retailing  of  liquor.  Both  prohibitions  were  repeated 
in  a law  of  August  18.  In  this  way  the  outbreak  of  the  War  gave  rise 
to  the  prohibition  policy,  which  from  August,  1914,  up  to  October, 
1926,  played  such  a prominent  part  in  Norwegian  politics. 

The  problems  of  provisioning  could,  however,  in  no  way  fully  be 
solved  merely  by  taking  measures  to  keep  a tally  of  the  stocks  which 
already  were  within  the  country.  Still  more  important  were  the 
questions  which  cropped  up  in  connection  with  the  necessary  im- 
])orts,  and  these  caused  veiw  great  difficulties  in  the  first  weeks  of 
the  War.  International  credits  more  or  less  collapsed.  Everywhere 
cash  payments  were  asked  for.  Therefore,  early  in  August  there  was 
a heavy  demand  for  foreign  currency,  especially  dollars  and  pounds. 
Foreign  moratorium  laws  and  the  check  on  exports  made  it  exceed- 
ingly difficult  to  secure  cash  payments  abroad;  and  even  on  first- 
class  foreign  government  bonds  it  was  not  possible  to  raise  credit  in 
the  first  days  of  the  War.  The  difficulties  would  have  been  consider- 
ably less  if  the  IMinistry  of  Finance  had,  before  tbe  outbreak  of  the 
War,  made  use  of  its  authority  to  raise  a great  foreign  loan.  As  mat- 
ters stood,  in  the  first  weeks  the  Government  could  not  offer  any 
assistance.  The  bank  of  issue  was  in  a more  favorable  position.  It 
had,  according  to  Section  10  of  the  Law  of  1892  Governing  the 
Norges  Bank,  authority  to  have  “one-third  of  its  bullion  reserve 
on  de])osit  abroad.”  dfiie  bank  was,  therefore,  able  to  draw  on  its  for- 
eign connections;  and,  in  the  course  of  the  first  months  of  the  crisis. 
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it  ])laced  £600,000  in  foreign  currency  at  the  disposal  of  the  im- 
port business.  Besides  this,  the  bank  gradually  managed  to  secure 
considerable  amounts  in  dollars  through  purchases  from  German 
hankers.  The  Government,  nevertheless,  found  it  necessary  to  place 
two  comparatively  expensive  loans,  one  in  England  for  £600,000  in 
Treasury  Bills,  and  the  other  in  the  United  States  for  $3,000,000  in 
Treasury  Notes,  both  at  an  effective  interest  of  6.8  per  cent. 

It  was  not,  however,  only  the  difficulties  in  securing  cash  pay- 
ments that  checked  imports  in  the  first  weeks  of  the  W ar.  It  was  also 
the  shipowners’  fears  of  the  new  war  dangers.  It  was  not  possible  at 
that  moment  to  prophesy  how  great  these  might  become.  Nobody 
knew  how  the  naval  warfare  would  take  its  course ; nobody  could 
imagine  what  floating  mines  and  submarines  would  mean  to  the 
shipping  trade.  The  first  catastrophe  suffered  by  a Norwegian  ship 
took  place  on  August  7 when  the  steamship  Tysla  of  Tonsberg, 
4,676  tons,  on  a voyage  from  Port  Pirie  in  Australia  to  Rotterdam 
with  a cargo  of  lead  and  zinc,  struck  a mine  at  the  entrance  to  the 
Scheldt  and  sank  with  a loss  of  three  men.  Very  good  freights  were 
now  being  offered,  but  the  old  marine  insurance  policies  did  not  cover 
war  risks,  and  it  proved  impossible  to  insure  Norwegian  ships 
abroad  against  such  war  risks,  at  reasonable  premiums.  For  in- 
stance, for  a voyage  across  the  North  Sea  a premium  of  between  25 
and  30  ])er  cent  was  charged  in  the  first  weeks  of  August. 

In  Great  Britain,  Denmark,  and  Sweden,  the  Governments  in  the 
first  days  of  the  War  allowed  tlieir  Ministries  of  Finance  to  take 
over  a substantial  share  of  their  war  risks.  In  Norway,  however,  such 
an  arrangement  offered  its  own  perils.  In  relation  to  the  size  of 
the  population  and  the  financial  resources  of  the  State,  the  Nor- 
wegian mercantile  marine  was  the  largest  in  the  world,  and  the  Nor- 
wegian shipowners  were  known  for  their  inclination  to  charter  their 
ships  for  dangerous  voyages  when  high  profits  were  tempting.  The 
Norwegian  Government,  being  well  aware  of  these  facts,  after  due 
consideration  decided  to  leave  it  to  a committee  of  experts  to  deal 
with  the  question. 

This  Committee  was  appointed  by  a Royal  Ordinance  of  August 
11,  1914,  with  the  well-known  shipowner  and  politician,  Mr.  Job. 
I.udw'.  IVIowinckel,  as  chairman,  and  as  early  as  on  August  14  they 
delivered  their  report.  They  had  arrived  at  the  conclusion  that  the 
best  arrangement  would  be  mutual  but  comj)ulsory  insurance.  They 
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gave  it  as  their  opinion  that  it  would  be  of  vital  importance  to  the 
country  to  maintain  the  shi})ping  trade ; but  as  that  could  be  done  by 
the  shipowners  themselves  it  would  not  be  right  to  ask  for  any  finan- 
cial sup2)ort  from  the  Government.  The  law  ought  only  to  secure  a 
suitable  apportionment  of  the  new  burdens.  The  views  of  the  Com- 
mittee were  accepted  by  the  Stoidhing,  and  in  the  Law  of  August  21, 
1914,  it  was  stipulated  that  such  mutual  insurance  should  cover  “all 
damage  proved  to  he  the  effects  of  war  and  of  measures  taken  by 
governments  for  war  j)urposes,”  and  “losses  incurred  by  reason  of  a 
vessel  being  for  a certain  period  beyond  the  disposal  of  its  owner  on 
account  of  capture,  confiscation  or  other  such  direct  interference  on 
the  part  of  any  belligerent  power.”  All  registered  tonnage  was  to  he 
ensured  according  to  the  value  fixed  for  the  hulls,  but  not  exceeding 
kr.  1,800, 000  per  keel.  Insurance  would  be  paid  only  if  the  damage 
or  loss  had  been  suffered  during  a voyage,  notice  of  which  had  pre- 
viously been  given  to  and  accepted  by  the  War  Insurance  Board  of 
this  new  institution,  the  Krigsforsikringen. 

In  order  to  take  over  the  insurance  against  war  risks  on  commodi- 
ties en  route  to  and  from  Norway  there  was  later  formed  a limited 
company,  the  “Varekrig,”  with  a capital  of  kr.  1,300,000.  It  took 
upon  itself  20  per  cent  of  the  risk,  while  40  per  cent  was  covered  by 
the  State,  and  40  per  cent  reinsured  by  private  Norwegian  under- 
writers. 

A natural  consequence  of  the  checks  to  imports  in  the  first  weeks 
of  the  War  was  a great  scarcity  of  coal  and  raw  materials  from 
abroad.  Moreover,  some  industries  got  old  orders  canceled,  and  the 
great  factories  owned  by  foreigners  suddenly  ceased  to  pay  wages. 
The  residt  of  all  this  was  a heavy  increase  in  unemployment.  In  Au- 
gust about  28  })er  cent  of  all  union  workers  were  affected  by  such  in- 
dustrial difficulties,  and  the  authorities  considered  that  conditions 
were  even  more  unfavorable  for  unorganized  labor. 

Tlie  Government  at  this  time  feared  that  excess  unemployment 
would  become  a normal  ])henomenon  during  the  whole  war  period, 
and  it  appointed  a large  committee  with  far-reaching  powers  to 
combat  this  new  social  evil  with  full  force  from  its  very  beginning. 
However,  excess  unemployment  ])roved  to  be  but  a passing  phase. 
By  the  end  of  September,  1914,  more  than  96  per  cent  of  all  or- 
ganized workers  were  again  employed;  and  during  the  four  years 
tliat  followed  unemployment  was  practically  unknown  in  Norway. 
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The  committee  on  unemployment,  therefore,  had  indeed  very  little 
to  do. 

The  extended  State  activity  which  began  in  August,  1914,  natu- 
rally drew  heavily  upon  the  country’s  finances.  It  at  once  became 
evident  that  the  budget  would  be  exceeded.  Rut  it  was  not  easy,  at 
that  time,  to  arrive  at  any  estimate  of  what  the  disbursements  would 
amount  to.  The  Government  calculated  upon  kr.  10,000,000.  The 
Storthing,  however,  granted  kr.  15,000,000.  Rut  from  what  source 
was  the  needed  sum  to  be  obtained.^  The  first  thought  of  the  au- 
thorities seemed  to  be  the  Reserve  Fund  of  the  State,  which  then 
amounted  to  kr.  40,000,000.  They  asked  the  Storthing  for  permis- 
sion to  use  it,  which  was  unanimously  given.  However,  the  deposits  in 
the  Fund  were  chiefly  invested  in  gilt-edged  foreign  securities,  which 
just  then  were  quoted  very  low;  the  Government,  therefore,  would 
not  sell  them  and  preferred  to  borrow. 

If,  to  end  this  chaj)ter,  we  were  to  try  to  sit  in  judgment  upon  the 
policy  of  the  Norwegian  Government  during  the  fall  of  1914,  we 
should  have  to  stress  the  fact  that  it  called  for  intervention  on  the 
part  of  the  authorities  in  a number  of  economic  interests  which  up 
to  then  had  been  almost  entirely  beyond  its  field  of  activity,  but  that 
measures  of  this  kind  became  unavoidable  on  the  outbreak  of  the 
W ar.  It  must  also  be  said  that,  on  the  whole,  from  August  2 the 
Government  acted  with  promptness  and  resolution,  and  that  the 
steps  it  took  were  adequate  to  the  situation.  Nearly  all  its  decisions 
met,  therefore,  with  the  general  approval  of  the  public,  and  were 
confirmed  and  endorsed  by  the  National  Assembly.  Even  the  Par- 
liamentary Opposition  was  silent.  The  new  policy  was,  in  fact,  in- 
augurated under  the  joint  responsibility  of  all  the  leading  men  of 
the  State. 

The  loyalty  of  the  Opposition,  which  continued  during  the  greater 
part  of  the  war  period,  was,  however,  not  always  for  the  best.  In  the 
political  life  of  Norway  the  Opposition  had  long  ago  had  a mo- 
no})oly  of  public  criticism.  When  the  parties  not  in  ])ower  now  be- 
gan to  su})port  the  Government,  practically  S])eaking  all  criticism 
ceased.  The  Cabinet  in  this  way  lost  the  corrective  they  were  accus- 
tomed to.  This  was  especially  dangerous  in  those  years.  In  the  fields 
where  the  new  State  activity  unfolded  itself  the  limits  of  the  Gov- 
ernment’s authority,  as  a matter  of  fact,  were  not  fixed  by  any 
]>recedents;  here  they  stood  unfettered  by  earlier  decisions  and  con- 
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ventional  rules.  In  addition,  the  perilous  position  of  the  country 
called  for  vigorous  leadership.  It  was,  therefore,  only  natural  that 
the  Government’s  power  gradually  grew,  and  soon  attained  a scope 
previously  unknown  in  constitutional  Norway;  indeed,  it  must  be 
said  to  have  been  in  contradiction  to  the  fundamental  laws  of  the 
country.  An  Opposition,  scrupulously  and  critically  disposed,  would, 
under  such  conditions,  have  been  a safeguard  against  abuses  of 
government  powers. 

Rut  where  the  policy  of  August,  1914),  had  its  weakest  points, 
the  Opposition  seemed  to  have  been  devoid  of  ideas.  This  applies 
j)articularly  to  the  lines  followed  by  the  Minister  of  Finance.  If  we 
analyze  these  we  find  that  they  deviated  from  the  ordinary  course 
of  the  country’s  economic  policy.  The  chief  aim  of  the  measures  which 
in  other  ways  were  adopted,  was  to  counteract  panic  and  safeguard 
the  future.  The  Minister  of  Finance  yielded  to  the  panic.  Both  the 
introduction  of  the  moratorium  and  the  order  to  the  Norges  Bank  to 
stop  gold  j)a}'ments  were  surrenders  to  the  panic  feelings  of  the  mo- 
ment. Nor  did  the  financial  policy  of  the  August  Storthing  show 
foresight  for  the  future.  Grants  were  obtained  for  various  millions, 
and  the  Government  succeeded  in  getting  permission  to  use  the  State 
Reserve  Fund.  But  no  measures  were  taken  to  cover  the  anticipated 
deficit  in  the  current  budget  by  new  sources  of  revenue.  Viewed  from 
a purely  financial  standpoint  it  could  probably  be  found  that  the  ex- 
traordinary situation  in  1914)  justified  the  use  of  extraordinary 
means.  But  seen  from  a psychological  angle,  it  would,  undoubtedly, 
have  been  more  advantageous  to  cover  the  unavoidable  deficit  b}'  im- 
})osing  further  taxes ; during  the  panic  days  a warm  and  living  patri- 
otism was  afiame  in  the  ]ieo])le,  and  an  appeal  to  the  spirit  of  self- 
sacrifice  in  them  would  have  been  understood  by  all.  But  the  meas- 
ures were  taken  and  the  grants  given,  M'hile  the  payment  was  left  to 
the  future.  It  was  an  excusable  way  out  of  the  difficulties,  but  the 
choice  of  it  led  Norway’s  financial  authorities  into  a dangerous 
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CHAPTER  III 


NORWAY’S  ECONOMIC  POLICY  DURING  THE  FIRST 
TWO  YE.VRS  OF  THE  WAR 

The  economic  history  of  Norway  during  the  World  War  may  be 
divided  into  two  distinctly  marked  periods,  each  of  about  two  years. 
The  first  extends  from  the  outbreak  of  the  War  to  August,  1916; 
the  second  covers  the  remainder  of  the  War. 

The  first  period  bears  the  impress  of  comparative  quietness.  After 
the  panic  at  the  beginning  of  hostilities  had  calmed  down  economic 
life  very  soon  fell  into  its  customary  groove  again.  It  was,  indeed,  a 
fact  that  the  events  of  the  War  always  had  a strong  and  unmis- 
takable influence  on  all  economic  activity  in  Norway,  and  that 
hardly  any  measures  could  be  concerted  or  any  plans  made  without 
the  war  situation  being  the  most  important  factor  to  take  into  con- 
sideration. Rut  there  was  no  great  deviation  from  the  lines  previously 
followed,  and  this  period  indicates  a continuance  of  a peaceful  devel- 
opment of  production  and  trade  with  certain  necessary  modifications, 
alterations,  and  adjustments. 

This  may  be  attributed  in  no  small  degree  to  the  psychological 
fact  that  both  our  business  men  and  our  statesmen,  at  any  rate  up 
to  the  beginning  of  1916,  acted  on  the  supposition  that  the  War 
would  be  only  of  short  duration. 

In  this  short-war  theory  we  may  find  the  chief  explanation  of 
the  somewhat  leisurely  manner  in  which  the  Minister  for  Foreign 
Affairs,  IMr.  Ihlen,  dealt  'with  the  difficulties  he  encountered  in  his 
commercial  policy.  As  a matter  of  fact,  during  the  first  two  years  of 
the  War  he  firmly  believed  that  peace  was  near,  and  that  his  main 
object,  therefore,  must  be  to  avoid  acute  conflicts ; for  it  would,  in- 
deed, be  quite  foolish  to  push  any  difficult  situation  to  the  extreme 
if  the  IVar  might  come  to  an  end  at  any  moment.  When  peace  'W'as 
declared  it  was  to  be  presumed  that  everything  would  right  itself ; 
to  get  the  decision  of  a question  postponed  meant,  therefore,  for  Mr. 
Ihlen,  in  one  case  after  another,  identically  the  same  thing  as  a 
solution  of  it.  The  most  fitting  term  for  his  whole  method  of  proce- 
dure might  seem  to  be  “the  policy  of  postponement.” 

]\Ir.  Kurt  Rergendal  in  his  treatise  on  Sweden’s  commercial  policy 
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during  the  World  War  (published  in  the  Swedish  volume  of  this 
series)  has  pointed  to  the  fact  that  the  maintenance  of  international 
law  was  characteristic  of  Sweden’s  commercial  policy  in  the  first 
years  of  the  War.  This  was  no  doubt  due  to  the  fact  that  the  Swed- 
ish Prime  Minister  was  an  eminent  theorist  in  law.  Mr.  Ihlen  Avas  a 
business  man.  He  liad  no  ambition  to  act  as  a spokesman  for  the  prin- 
ciples of  international  law.  His  aim  was  to  conduct  Norway’s  foreign 
policy  along  the  lines  wTich,  according  to  his  practical  judgment, 
were  best  suited  to  the  interests  of  Norway.  When  protests  were 
made  by  the  Nordic  powers  against  the  belligerents,  they  were, 
therefore,  seldom  or  never  at  the  instance  of  IMr.  Ihlen;  the  initiative 
was  generally  taken  by  Sweden,  and  this  fact  accounts  for  the  cool 
and  theoretical  formulation  of  nearly  all  such  protests. 

IMr.  Ihlen’s  lack  of  interest  in  international  law  and  the  subtleties 
of  its  princi})les  also  had  the  result  that  the  cooperation  between  the 
Norwegian  and  Swedish  Governments  during  the  World  War  AA^as 
carried  on  more  easily  than  anyone  might  previously  have  imagined, 
and  Avithout  the  liandicap  of  petty  friction  over  matters  of  form. 

Karly  in  the  autumn  of  1914  the  NorAA^egian-SAvedish  entente  Avas 
extended,  inasmuch  as  the  Danish  Government  Avas  also  draAvn  into 
all  tlie  al)ove  negotiations.  From  December,  1914,  on,  conferences 
Avere  held  betAveen  the  leaders  of  the  three  countries,  sometimes  meet- 
ings of  their  kings,  sometimes  of  their  ministers.  The  official  records 
of  these  conferences  do  not  contain  A’ery  much.  No  decision  of  any 
great  im])ortance  Avas  taken.  Rut  the  non-committal  discussions  AAdiich 
took  })lace,  and  the  feelings  of  friendship  AA’hich  arose  became  signifi- 
cant. The  members  of  these  northern  governments  in  the  World  War 
])eriod  kneAV  eacli  other,  and  cooperation  among  them  Avas,  therefore, 
not  difficult  to  maintain.  To  NorAvay  this  jAroved  to  be  of  importance 
in  one  of  the  most  critical  situations  that  arose. 

The  first  discussions  dealt  Avith  the  dilficulties  that  neutral  coun- 
tries encountered  because  of  the  continual  alterations  made  by  the 
belligerents  in  tlie  lists  of  contraband.  The  first  official  notes  pub- 
lished both  by  Great  Rritain  and  Germany  AA’ere,  it  is  true,  in  the 
main  in  accordance  Avith  the  Declaration  of  London  of  1909.  Rut  a 
Rritish  Order  in  Council  as  early  as  August  90,  1914,  broke  the  rules 
of  the  Declaration ; for  this  Order  decided  that  conditional  contra- 
band should  be  subject  to  capture  if  the  goods  Avere  consigned  to  an 
agent  of  any  enemy  State,  or  to  any  ])erson  in  territory  belonging  to 
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or  occupied  by  the  enemy,  or  if  they  were  consigned  “to  order,”  or 
if  the  name  of  the  real  consignee  could  not  be  ascertained  from 
the  ship})ing  papers.  Likewise  it  did  away  with  the  important  Arti- 
cle 135  of  the  Declaration,  and  made  conditional  contral)and  en  route 
to  enemy  countries  subject  to  capture  even  when  it  was  to  be  dis- 
charged in  an  intervening  neutral  port. 

The  said  Order  put  an  end  to  practically  all  transport  to  the 
Central  Powers  of  goods  which  had  to  pass  the  British  naval  guards. 
This  especially  affected  the  United  States  which  was  now  kept  from 
consigning  its  German  exports  to  Rotterdam  or  to  any  other  Dutch 
port,  and  which  could  not  get  its  goods  into  Germany  without,  at 
some  point  or  other,  having  them  come  under  the  control  of  the 
British  navy. 

Norway  was  in  quite  another  position.  Our  ships  could  pass 
through  Norwegian  and  Swedish  territorial  waters  into  a section  of 
the  Baltic  Sea  which  was  entirely  commanded  by  the  German  fleet. 
Norwegian  exports  to  Germany  were,  therefore,  not  rendered  im- 
possible by  British  rules.  From  an  economic  point  of  view  Norway, 
together  with  Sweden,  Denmark,  and  Holland,  was  placed  in  an  ex- 
ceptionally favorable  position  after  August  20,  1914.  Politically, 
however,  the  position  of  the  country  was  more  vulnerable  than  ever. 
Germany,  whose  opportunities  to  import  were  now  for  the  greater 
part  cut  off',  very  soon  Ijegan  to  insist  on  getting  as  mucli  as  possible 
from  the  few  countries  she  could  still  trade  with.  But  as  Norway 
herself  was  dependent  on  those  imports  that  could  be  obtained  only 
from  oversea  countries  which  were  completely  under  British  control, 
she  ran  the  risk  of  having  Great  Britain  at  any  time  fix  such  con- 
ditions for  allowing  goods  to  pass  that  an  acceptance  of  them  would 
bring  the  country  to  the  verge  of  a war  with  Germany. 

Both  the  ])rospects  of  economic  gain  and  the  danger  of  political 
comj)lications  were  greater  for  Norway  than  for  any  of  the  other 
neutral  countries  in  the  same  commercial  position;  for  Norway  had 
a much  larger  merchant  fleet  and,  at  the  same  time,  she  was  much 
less  able  to  live  on  her  own  products.  When,  from  the  Swedish  side, 
it  has  been  emphasized  with  national  pride  that  Sweden  asserted  the 
trading  rights  of  neutrals  with  greater  determination  than  Norway, 
it  must  not  be  forgotten  that  Norway’s  position  was  more  exposed 
and  her  risk  much  greater. 

The  contraband  policy  adopted  by  the  Norwegian  Government 
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has  perhaps  been  most  clearly  stated  in  the  following  telegram  from 
the  Foreign  Minister  to  the  Legation  in  London,  sent  November  4, 
1916: 

The  Norwegian  Government  has  not,  during  the  War,  prevented 
Norwegian  citizens  from  carrying  contraband,  but  at  the  same  time 
has  not  found  it  advisable  to  assist  Norwegian  citizens  in  such  contra- 
band transport  or  to  support  or  protect  such  carrying  trade. 

.(V  perusal  of  the  archives  of  the  Foreign  Office  will  show  that  the 
principles  which  were  expressed  in  this  telegram  were  follow^ed  with 
great  consequences  for  Norway.  When  Norwegian  citizens  were  to  be 
given  the  ju’otection  they  could  claim,  it  became,  however,  throughout 
the  course  of  the  War,  more  and  more  difficult  for  their  Government 
to  give  it;  for  the  British  Order  in  Council  of  August  20,  1914,  as  a 
matter  of  fact,  was  only  the  first  step  on  a path  which  soon  was  fol- 
lowed by  both  belligerents,  inasmuch  as  the  rules  of  contraband 
were  constantly  made  stricter,  and  neutral  trade,  on  the  whole,  came 
more  and  more  to  be  threatened  by  new  restrictions. 

At  the  end  of  the  first  two  years  of  war  the  Declaration  of  London 
w'as  finally  put  aside  in  its  entirety  by  the  British  “Maritime-Rights 
Order  in  Council”  of  July  7,  and  the  German  Proclamation  of  July 
22,  1916,  which  togetlier,  for  all  the  rules  of  international  law  gov- 
erning tlie  transport  of  goods  during  a naval  war,  substituted  pro- 
visions laid  down  solely  in  accordance  with  the  interests  which  each 
of  the  belligerent  Powers  had  in  paralyzing  all  trade  with  the  enemy. 
In  reality  it  was  useless  for  neutrals  any  longer  to  plead  their  fun- 
damental rights.  They  had  either  to  guard  their  interests  through  a 
compensation  })olicy  or  to  make  the  best  possible  terms  with  each  of 
the  belligerent  Powers  by  the  help  of  more  or  less  detailed  trade 
agreements. 

At  the  same  time,  it  became  more  and  more  difficult  for  neutral 
ex])orters  and  importers  to  abide  by  rules  of  contraband  which  had 
become  so  extensive  and  so  unreasonable  that  even  merchants  who 
desired  to  obey  them  faithfully  were  compelled  to  disregard  them. 

J’he  sea  ])atrol  which  the  belligerent  naval  forces  had  to  maintain 
in  order  to  control  the  trans])ort  of  contraband  encountered  a new 
and  great  danger  in  the  World  War.  It  was  no  longer  only  drifting 
mines  and  hostile  battleships  that  they  had  to  fear;  if  they  stopped 
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to  search  merchant  vessels  they  also  ran  the  risk  of  being  torpedoed 
by  submarines. 

Tliis  gave  the  British  naval  authorities  great  cause  for  anxiety. 
The  British  fleet  faced  an  immensely  difficult  task.  At  one  and  the 
same  time  the  enemy’s  coast  had  to  be  blockaded  as  effectively  as 
possible,  and  the  fleet  itself  to  be  kept  intact.  While  the  Grand  Fleet 
was  withdrawn  as  far  as  Scapa  Flow  in  the  Orkneys,  the  blockade 
had  to  be  carried  on  by  a cordon  of  destroyers  supported  by  older 
battleships  and  protected  by  certain  mine  fields.  But  even  at  Scapa 
Flow  the  admirals  Avere  anxious.  They  had  got  the  idea  that  the 
German  submarines  would  follow  them  into  the  harbor  itself.  It  was 
knowledge  of  this  peril  that  brought  about  the  British  Admiralty 
Order  of  November  2,  1914!,  declaring  the  whole  of  the  North  Sea 
a military  area.  From  November  5 on,  all  ships  passing  a line  drawn 
from  the  northern  point  of  the  Hebrides  through  the  Faroe  Islands 
to  Iceland  did  so  at  their  own  peril.  Ships  Avishing  to  trade  to  and 
from  Noi’AA'ay,  the  Baltic,  Denmark,  and  Holland,  AA'ere  advised  to 
come,  if  iiiAvard  bound,  by  the  English  Channel  and  the  Straits  of 
Dover,  where  they  Avould  receive  sailing  directions  which  Avould  “pass 
them  safely,  as  far  as  Great  Britain  AA'as  concerned,”  up  the  coast  of 
England  to  Fame  Island ; if  possible,  they  would  here  be  given  a safe 
route  to  Lindesnes  Lighthouse  at  the  southern  point  of  NorAvay. 

The  Noi-Avegian  Government,  through  its  Minister  in  London,  on 
November  6 lodged  a sharp  protest  against  the  closing  of  the  North 
Sea.  It  concluded  as  folloAVS : 

The  measures  Avhich  are  announced  in  the  Order  will  most  forcibly 
interfere  with  Norwegian  shipping  and  commerce,  and  will,  it  is  to  be 
feared,  completely  stop  passenger  traffic  between  Norway  and  America. 
Still  more,  they  avuII  in  reality  involve  a breach  of  the  principles  the 
maintenance  of  Avhich  all  nations  up  to  this  date  have  reckoned  among 
the  greatest  benefits  which  international  law  ensures,  namely  the  prin- 
ciple of  the  Freedom  of  the  Sea. 

This  protest  AA'as  folloAved  by  negotiations  resulting  in  NorAA'egian 
liners  being  given  a course  north  of  Scotland.  Numbers  of  Nor- 
wegian shipoAA'ners  Avho  had  trampers  in  the  carrying  trade  also 
decided  to  let  their  vessels  folloAv  the  same  route,  and  on  November 
20  the  Krigsforsikringen  (the  War  Insurance  Board)  gave  its  offi- 
cial authority  for  this  procedure.  Gradually,  however,  the  vessels 
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wliich  took  the  route  to  the  north  of  Scotland  had  to  give  in  to  the 
British  demand  that  they  call  at  Kirkwall  for  examination.  This  re- 
sulted in  an  ever  increasing  British  control  of  all  Norwegian  foreign 
commerce. 

The  repressive  measures  taken  by  Germany,  made  known  in  a 
German  Admiralty  Order  of  February  4,  1915,  had  still  more  seri- 
ous consequences  for  Norway.  This  Order  declared  the  waters 
around  Great  Britain  and  Ireland,  including  the  English  Channel, 
to  be  a military  area,  a war  zone.  It  threatened  an}^  hostile  trading 
vessel  inside  this  area  with  destruction,  and  concerning  neutral 
ships  it  stated : 

Neutral  ships  also  expose  themselves  to  danger  in  the  war  zone,  be- 
cause as  a consequence  of  the  abuse  of  neutral  flags  which  was  advised 
by  the  British  Government  on  January  31,  and  the  accidents  of  naval 
warfai-e,  it  will  not  alwaj^s  be  possible  to  avoid  striking  neutral  ships  in 
attacks  made  on  hostile  ships. 

In  a communication  of  February  7 the  British  Foreign  Office 
admitted  that  it  considered  the  practice  of  belligerents  using  neutral 
flags  to  escape  capture  to  be  an  established  custom. 

The  Nordic  Governments  protested  against  both  the  German 
Admiralty  Order  and  the  British  abuse  of  neutral  flags. 

As  soon  as  the  German  Order  was  known  the  question  was  raised 
in  shi])])ing  circles  whether  it  was  not  j)ossible  to  make  plain  the 
nationality  of  ships  in  another  and  more  distinct  wa}"  than  by  their 
flags.  At  almost  the  same  time  in  Norway,  Sweden,  Denmark,  and 
Holland,  there  was  conceived  the  idea  of  painting  the  ship’s  hull 
with  the  colors  of  her  flag.  In  Norway  the  suggestion  was  made  by 
the  Director  of  Shipping,  Mr.  L.  H.  Hansen,  in  a communication 
of  February  b.  Not  many  davs  later  measures  were  taken  thus  to 
mark  distinctly  a number  of  Norwegian  ships  which  were  about  to 
put  to  sea.  On  February  15  the  Central  Committee  of  the  Shipown- 
ers’ Union  recommended  that  the  name  of  the  ship  should  be  painted 
on  tlie  side  with  NORWAY  in  huge  letters  beneath  it,  and  the  colors 
of  the  flag  in  vertical  stri[)es  on  both  sides  of  it ; first  the  blue  stripes, 
one-half  meter  broad,  then  the  white,  one-quarter  meter,  and  the  red 
further  out,  one-half  meter.  In  addition,  large  lanterns  to  light  both 
the  name  and  the  colors  of  the  flag  were  generally  hung  from  the 
ship. 
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The  first  Norwegian  vessel  which  was  attacked  by  a German  sub- 
marine during  the  blockade  was  the  tanker  Bclridge  of  Tonsberg,  a 
large  new  vessel  of  7,020  tons,  en  route  from  New  Orleans  to  Rotter- 
dam with  petroleum.  On  Friday,  February  19,  just  after  midnight, 
the  ship  was  struck  in  the  bow.  She  was  then  in  the  English  Channel, 
seven  knots  south  of  Folkestone.  The  hull  was  lifted  in  the  air  and 
she  began  immediately  to  sink.  The  ship  did  not,  however,  go  dowm ; 
and  the  captain,  without  getting  any  assistance,  managed  to  ma- 
neuver her  to  the  Downs  and  anchor  there.  On  investigation,  ])ieces 
of  a tor])edo  were  found  in  the  ship’s  forehold ; one  of  these  was 
marked  with  the  word  “Sperrung.”  After  the  pieces  had  been  ex- 
amined in  Berlin  the  German  Government  agreed  to  pay  compensa- 
tion. 

The  next  Norwegian  steamer  which  was  struck  was  the  Rcgin  of 
C’liristiania,  1,844  tons.  She  sank  on  the  morning  of  February  23 
off  the  Nortli  Goodwin;  the  cargo  consisted  of  coal  from  a Tyne 
port  to  Rordeaux.  In  this  case,  however,  it  was  not  possible  to  learn 
whetlier  the  vessel  had  struck  a mine  or  whether  she  was  torpedoed. 
In  a great  number  of  later  cases  the  circumstances  were  the  same ; 
in  the  official  statistics  of  the  Shipping  Board  these  vessels  are  listed 
as  “Torpedoed  or  struck  by  mines.” 

Even  before  the  proclamation  of  the  German  blockade  Norwegian 
ships  had  been  exposed  to  armed  attacks  by  the  Germans.  Thus,  in 
the  fall  of  1914,  the  sailing  vessel  Helicon  of  Risor,  1,640  tons, 
while  carrying  coal  from  Port  Talbot  to  Coleta  Colosa  was  captured 
in  the  Pacific  Ocean  by  a German  cruiser  and  deprived  of  her  cargo. 
The  Helican  suffered  such  heavy  damages  that  later  on  she  had  to 
be  condemned.  On  February  3,  1915,  the  sailing  ship  Semantha  of 
Lyngor,  2 i 9 tons,  on  a voyage  from  Portland,  Oregon,  to  Queens- 
town with  wheat,  was  sunk  by  gun-fire  in  the  Atlantic.  But  otherwise, 
in  the  first  months  of  the  War,  mines  caused  the  greatest  losses  sus- 
tained by  our  mercantile  marine. 

The  situation,  however,  changed  entirely  after  the  issuing  of  the 
German  Admiralty  Order;  in  1916  losses  through  the  explosion  of 
mines  became  less,  while  direct  sinkings,  on  the  contrary,  continually 
increased.  Until  the  end  of  August,  1916,  it  cannot,  however,  be  said 
that  they  had  reached  such  a number  as  to  mean  a real  menace  to  the 
Norwegian  mercantile  marine.  On  the  contrary,  the  loss  was  more 
than  made  up  by  purchases  from  abroad.  According  to  revised  fig- 
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ures  in  official  statistics  for  shipping,  at  the  end  of  1913  Norway 
possessed  3,290  ships  with  a total  tonnage  of  2,585,751.  At  the  end 
of  1915  there  were  under  register  3,460  ships  totaling  2,662,430 
tons.  There  is  no  equivalent  statement  for  the  total  of  tonnage  at  the 
end  of  August,  1916.  However,  according  to  the  Norwegian  Veritas 
statistics,  the  first  half  of  1916  showed  a net  decrease  of  4 vessels, 
but  at  the  same  time  a net  increase  in  tonnage  of  42,000 ; and  the 
})urchase  of  foreign  vessels,  which  went  on  throughout  the  summer, 
gives  every  reason  to  believe  that  Norway’s  tonnage  grew  steadily 
until  September,  1916.  Admittedl}’,  it  is  doubtful  whether  the  loss 
was  equalized  by  new  purchases  from  the  viewpoint  of  quality ; as 
the  replacements  consisted  mostly  of  old  or  second-hand  ships.  But, 
where  it  was  a question  of  immediate  needs  and  of  making  the  most 
of  the  o})})ortunities  of  the  moment,  these  old  ships  wholly  met  their 
purpose;  and  as  an  international  economic  factor  it  can  certainly 
he  said  that  the  Norwegian  mercantile  marine  reached  the  maximum 
of  its  capacity  in  August,  1916. 

The  decisive  turning-point  came  in  September  of  that  3'ear.  Dur- 
ing the  fall  the  sinkings  by  the  Germans  increased  enormously",  and 
it  was  no  longer  possible  to  counterbalance  losses  by  new  purchases. 
In  the  last  four  months  of  1916  such  losses,  all  in  all,  amounted  to 
143  ships  totaling  201,759  tons;  and  to  add  to  this  there  was  a loss 
of  fifty-seven  lives.  Also,  when  it  is  a question  of  the  war  losses  of  the 
mercantile  marine,  the  fall  of  1916  thus  marks  a distinct  division  be- 
tween the  two  periods  in  the  war  history'  of  Norway. 

d'lie  German  Admiralty  Order  against  England  did  not  merely 
have  immediate  effects  on  Norwegian  shipping  and  commerce.  This 
time  it  was  Great  Britain’s  turn  to  make  a counter  move.  It  was  an- 
nounced on  IMarch  1,  1915,  and  ])ut  into  execution  hv  an  Order  in 
('ouncil  of  IMarch  11,  which  prescribed  a series  of  measures  for  the 
halting  of  all  trans])ort  of  goods  to  or  from  Germany'.  On  the  basis 
of  this  Order  in  Council  the  British  authorities  could,  in  reality,  de- 
mand that  every'  neutral  ship  should  discharge  its  whole  cargo  for 
examination  in  a British  port.  The  British  possessed  absolute  power 
to  carry  out  such  investigations  as  they  desired  to  make ; and  cap- 
tains of  neutral  shi])s  had  no  option  but  to  submit  to  this  treatment 
with  as  much  good  faitli  and  good  humor  as  they  could  muster  up.  It 
was  unavoidable  that  the  examinations  slundd  give  rise  to  friction; 
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and  nmiiy  Norwegian  shij)Owners  had  every  reason  to  complain  of 
the  treatment  their  ships  had  been  subjected  to.  In  such  cases  they 
appealed  to  the  Ministry  of  Foreign  Affairs  at  Christiania,  which 
again  had  to  put  the  matter  before  the  British  authorities  through 
the  Legation  in  London. 

The  blockade  j)rovisions  of  the  belligerents,  however,  went  further 
than  the  measures  which  they  could  take  on  their  own  soil  or  on  the 
high  seas.  The  commercial  blockade  from  1915  on  was,  in  fact,  ex- 
tended across  neutral  frontiers  and  established  its  first  line  within 
the  neutral  country  itself.  When  a neutral  importer  wanted  to  buy 
raw  materials  which  one  of  the  belligerent  powers  had  control  of  he 
could  do  so  only  conditionally.  As  both  belligerents  wanted  effectively 
to  prevent  raw  materials  sold  to  neutrals  from  in  any  way  being  used 
for  the  production  of  goods  that  could  fall  into  the  hands  of  their 
enemies,  they  demanded  that  neutral  buyers  should  sign  unreasonable 
guarantees  as  to  the  uses  the  said  raw  materials  were  to  be  put  to. 

So  far  as  Norway  was  concerned  this  system  was  practiced  both 
by  Germany  and  Great  Britain.  To  begin  with  it  was  the  individual 
buyer,  irrespective  of  his  economic  or  social  standing,  who  had  to 
sign  a personal  obligation.  Forms  were  printed  for  tbe  different 
classes  of  buyers,  and  these  had  to  be  filled  in  and  signed.  In  the 
event  of  non-fulfilment  of  obligations,  further  sales  to  the  promise- 
breaker  were  refused.  After  a time  there  was  added  a clause  impos- 
ino'  a fine  in  case  of  a breach  of  the  guarantee. 

Tlie  effect,  first  of  all,  of  this  system  of  declarations  was  that  no 
business  man  could  any  longer  trade  directly  with  both  Germany 
and  England.  As  indirect  arrangements,  if  they  were  discovered, 
might  have  destructive  consequences,  the  majority  of  Norwegian 
merchants  found  it  necessary  to  make  a choice.  Tliey  became,  there- 
fore, eitlier  traders  witli  England  or  traders  with  Germany.  Thus 
a division,  based  upon  the  foreign  connections  of  the  different  firms, 
arose  within  the  trade.  The  individual  Norwegian  citizen  was  forced 

O 

in  his  business  transactions  to  assist  whichever  of  the  belligerents  he 

o 

was  most  dependent  upon ; and  the  criticism  which  was  directed  by 
the  belligerents  against  the  Norwegian  business  world  for  not  acting 
more  neutrally  must  be  said  to  have  been  unjustified.  The  belliger- 
ents themselves,  as  a matter  of  fact,  did  everything  in  their  power 
to  prevent  Norwegian  business  from  so  acting. 
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In  the  fight  to  create  for  themselves  spheres  of  interest  within 
Norway’s  commercial  world,  Great  Britain  was  from  the  very  be- 
ginning in  the  best  position.  The  greater  part  of  the  raw  materials 
which  were  needed  in  Norway  had  to  be  brought  from  overseas  and 
thus  came  within  the  control  of  the  British  fleet.  Simultaneously,  the 
supplies  which  the  Germans  were  able  to  sell  in  this  country  often 
arrived  only  after  much  delay  because  the  German  railways  held 
back  ex])ort  goods  while  they  were  moving  troops.  Apart  from  cer- 
tain s])ecial  branches  of  trade  which  were  dependent  upon  imports 
from  Germany,  the  result  was  that  the  larger  and  better  known  firms 
soon  found  themselves  in  a greater  or  lesser  degree  dependent  upon 
Great  liritain. 

But  in  the  long  run  it  was  very  burdensome  for  the  British  Lega- 
tion and  the  British  Consuls  in  Norway  to  keep  track  of  all  the  firms 
that  had  signed  guarantee  agreements : and  accordingly  the  British 
authorities  proposed  to  appoint  Norwegian  middlemen  to  act  be- 
tween them  and  such  individual  firms.  It  thus  became  very  natural 
for  them  to  apply  to  the  branch  associations  of  Norwegian  pro- 
ducers or  importers.  These  applications  were  received  with  satisfac- 
tion on  the  Norwegian  side,  as  it  became  more  and  more  difficult  for 
the  individual  Norwegian  business  man  to  press  his  claims  on  the 
British  Government  and  its  agents.  The  result  was  that  in  the  case 
of  many  trade  grou])s  negotiations  were  started  between  the  British 
authorities,  on  the  one  hand,  and  a Norwegian  association  of  im- 
])orters,  on  the  other;  in  several  cases  such  associations  were  formed 
for  the  ])urj)ose  of  making  such  arrangements.  And  this  ended  in  the 
establishment  of  extensive  agreements  between  the  British  Govern- 
ment and  several  of  these  ]>rivate  Norwegian  associations,  the  so- 
called  “branch  agreements.” 

d'he  obligations  which  buyers  of  imported  raw  materials  had  to 
assume  bv  both  personal  declarations  and  these  branch  agreements 
not  only  made  domestic  trade  very  diflievdt  but  also  altered  the  trend 
of  exports.  To  point  to  a single  instance,  the  associated  sardine  fac- 
tories were,  in  order  to  procure  tin  through  licenses  from  the  British 
War  Trade  I)e])artnient,  forced  to  sign  declarations  which  debarred 
them  from  exporting  goods  to  countries  which,  before  the  War,  had 
consumed  12  ])cr  cent  of  their  ex])ort  total. 

ntider  other  market  conditions  such  obstacles  to  the  export  trade 
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would  almost  necessarily  have  caused  a considerable  narrowing  of 
the  available  market,  with  a consequent  decrease  in  production  and, 
inevitably,  in  an  increase  of  unemployment.  However,  thanks  to  the 
general  shortage  of  supplies  during  the  War,  the  quantities  which 
formerly  had  gone  to  the  Central  Powers  were  soon  disposed  of  to 
other  buyers.  On  the  whole,  Norwegian  trade  suffered  rather  morally 
than  economically  through  the  Declaration  policy.  It  had  to  allow 
political  sym})athies  and  considerations  to  enter  in,  and  was  often 
forced  to  break  off  even  the  oldest  and  best  of  business  connections. 
Merchants  were  compelled  to  take  upon  themselves  obligations  which 
they  disapproved  of  or  even  hated,  and  they  had  to  permit  a foreign 
control  which  was  unreasonable  and  humiliating.  But  very  seldom 
did  they  suffer  any  serious  loss  of  money  through  the  restrictions 
])ut  upon  their  liberty.  On  the  contrary,  a number  of  business  enter- 
})rises  whose  old  connections  were  cut  off’  soon  found  themselves  en- 
joying  a period  of  great  prosperity. 

The  industry  which  even  by  the  second  year  of  the  War  was  most 
widely  ex|)osed  to  its  influences  was  undoubtedly  Norway’s  fisheries. 

At  the  beginning  it  did  not  seem  as  if  the  War  had  here  actually 
brought  about  any  change.  The  year  1914?  was  a fairly  normal  one 
for  them,  and  in  the  catch,  as  well  as  in  the  proceeds  thereof,  as  also 
in  the  distribution  of  exports,  1914?  shows  a striking  resemblance  to 
1913.  Nor  did  the  first  months  of  1915  seem  to  have  caused  any 
noticeable  disturbance  in  the  usual  course  of  the  industry.  But  dur- 
ing the  early  summer  months  of  1915  the  situation  completely 
changed. 

In  pre-war  times  the  markets  for  Norwegian  fish  were  widely 
diverse.  Eor  tinned  goods  the  chief  markets  were  the  United  States, 
Great  Britain,  Germany,  and  Australia;  for  fresh  herring.  Great 
Ifritain  and  Germany;  for  other  fresh  fish,  Germany  and  Sweden. 
About  three-fifths  of  her  so-called  “klipp-fish”  were  exported  to 
S])ain  and  Portugal.  L\)r  dried  fish  the  most  important  market  was 
Italy,  with  Germany  the  next  largest  consumer. 

But  in  1915  the  demand  from  Spain,  Portugal,  and  Italy  practi- 
cally ceased.  The  buyers  of  Norwegian  fish  in  countries  on  the  IMedi- 
terranean  consisted  chiefly  of  the  poorer  classes  of  the  popidation. 
Now  the  War  caused  an  enormous  rise  in  freights  in  the  course  of 
1915;  it  became  impossible  to  sell  Norwegian  fish  j)roducts  in  these 
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old  markets  at  prices  which  the  consumer  was  able  to  pay ; and  the 
decline  in  exports  to  these  markets  is  clearly  seen  in  the  official 
statistics  below.  Figures  are  in  thousands  of  kilograms. 


1913 

1914 

1915 

1916 

Klipp-fish  to  Portugal  and  Madeira 

17,660 

15,880 

7,530 

60 

Klijip-fisli  to  Sweden 

16,230 

16,920 

11,270 

1,660 

Dried  fish  to  Italy 

9,340 

9,490 

4,630 

350 

On  the  other  hand,  large  pui’chases  of  fish  for  foreign  account 
took  place  in  Norway.  The  west  coast  particularly  was  overcrowded 
with  German  buyers  who  visited  the  fishing  grounds  with  boats — 
for  the  greater  part  foreign  trawlers — chartered  especially  for  the 
pur})ose.  They  went  directly  to  the  fishermen  and  salters,  outbid  the 
Norwegian  business  men,  and  loaded  the  fish  where  purchased.  The 
way  in  which  such  sales  were  made  makes  it,  naturally",  almost  im- 
})ossible  to  give  any  reliable  figures  for  them. 

Rv  then,  too, — in  the  course  of  the  spring  of  1915 — the  shortage 
of  food  and  fats  began  to  make  itself  felt  in  Germany;  and  through- 
out the  summer  the  German  fish  buyers  became  less  and  less  particu- 
lar as  to  the  prices  they  paid.  Operating  with  two  “centrals”  in 
Christiania  as  their  leading  offices  they  bought  all  they  could  get 
hold  of,  even  if  they  had  to  pay  figures  considerabl}^  higher  than  the 
latest  (piotations.  Accordingly,  dating  from  the  fall  of  1915,  there 
was  an  enormous  increase  in  price  in  the  case  of  nearly  all  fish  prod- 
ucts. Tims  fat  herrings,  which  in  pre-war  days  brought  from  10  to 
1^2  kroner  ])er  barrel  of  75  kilograms  were,  early  in  September, 
1915,  sold  in  Bergen  at  kr.  10,  and  in  Christiania  at  kr.  55;  and 
medicinal  cod-liver  oil,  which  previously  had  brought  between  80 
and  90  ki’oner  per  100  kilograms,  was,  in  the  fall  of  1915,  sold  at 
from  1200  to  300  kroner  per  barrel. 

In  two  wavs  these  German  purchases  had  effects  disadvantageous 
for  Norwegiaji  consumers  of  fish.  In  the  first  instance,  the  prices 
were  driven  up  much  faster  than  the  general  level  of  income,  so  that 
fish  products  suddenly  became  luxuries.  In  the  second  place,  the 
German  buvers  were  so  active  that  it  began  to  be  difficult  for  Nor- 
wegians to  procure  fish,  even  if  they  were  willing  to  pay  the  new  high 
])rices;  for  the  fisherman  no  longer  brought  his  catch  to  land.  He 
sold  to  the  German  boats  while  he  was  still  at  sea. 

But  for  the  fisherman  himself  the  new  state  of  affairs  was,  of 
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course,  little  short  of  miraculous.  He  made  money  as  never  before. 
In  the  north  of  Norway  in  September,  1915,  it  was  no  extraordinary 
occurrence  for  a boat’s  crew  in  a single  night’s  catch  to  take  fish  to 
the  value  of  kr.  lOO. 

Through  this  German  buying  new  and  antagonistic  interests 
within  the  industry  were  called  to  life.  The  fishermen  cherished  the 
most  lively  wish  tliat  they  might  have  the  chance  to  continue  selling 
all  they  could  to  the  Germans  while,  on  the  other  hand,  there  was 
growing  uj)  a steadily  increasing  discontent  between  the  leaders  in 
the  export  trade  and  others  who  were  losing  their  connections  and 
no  longer  had  a chance  of  making  their  usual  profit,  through  being 
pushed  out  by  the  German  buyers  and  their  helpers. 

Still  more  serious  was  the  growing  hostility  in  all  that  part  of  the 
j)opulation  which  was  not  connected  with  the  fisheries.  In  particular, 
the  workers  in  the  towns,  the  government  employees,  and  the  peas- 
ants uttered  grave  complaints ; in  the  country  districts  the  charge 
was  made  that  fishermen  were  allowed  to  sell  all  their  fish  to  for- 
eigners at  a time  when  the  export  of  a large  number  of  agricultural 
products  was  j)rohibited  by  law. 

Glider  these  circumstances  many  measures  were  taken  by  the 
State  to  ensure  supplies  of  fish  for  the  home  market.  It  was  forbid- 
den to  export  certain  fish  products,  with  exemptions  for  those  who 
placed  a percentage  of  their  catch  at  the  disposal  of  the  Food  Com- 
mission at  fixed  prices.  Export  duties  were  imposed.  Finally,  pur- 
chases of  herrings  and  cod  which  were  sold  to  the  consumers  at  re- 
duced prices  were  made,  on  behalf  of  the  State,  up  to  the  amounts 
now  being  produced  by  the  export  duties. 

The  Government  had  thus,  and  in  different  ways,  taken  up  the 
struggle  with  the  German  buyers ; hut,  at  the  same  time,  it  must  be 
said  that  at  the  end  of  1915  they  had  almost  entirely  obtained  con- 
trol of  the  Norwegian  fish  market. 

'I'his  had  naturally  received  attention  in  Great  Britain.  In  the 
last  months  of  1915  it  was  the  general  opinion  in  British  circles  con- 
versant with  the  state  of  affairs  that  Norway’s  fish  exports  to  Ger- 
many must,  in  one  way  or  another,  be  stopped.  xVny  of  three  meth- 
ods might  be  resorted  to.  First,  diplomatic  action  to  compel  Norway 
to  lay  an  exjiort  jirohihition  on  all  fish  products;  second,  jirohihit- 
ing  the  export  of  all  English  raw  materials  to  Norway’s  fisheries, 
and  using  the  rules  of  contraband  to  keep  the  Norwegian  fisherman 
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from  obtaining  anything  other  tlian  could  be  procured  from  Ger- 
many ; and  third,  the  adojition  of  the  method  used  by  the  Germans : 
tlie  English  also  could  begin  buying  in  the  open  Norwegian  market, 
and  beat  the  Germans  as  buyers.  In  other  words,  they  could  start  a 
buying  blockade. 

The  Norwegian  Director  of  Fisheries,  Dr.  Johan  Hjort,  had,  by 
letters  from  his  British  connections,  been  kept  well  informed  upon 
all  this.  As  it  was  his  opinion  that  the  stoppage  of  coal  and  oil  im- 
ports, which  were  controlled  by  Great  Britain,  would  mean  danger 
to  all  the  Norwegian  coastal  fisheries,  and  also  lead  to  political  fric- 
tion between  Great  Britain  and  Norway,  he  decided  to  go  over  to 
London  with  a view  to  getting  England  to  agree  to  the  buying- 
blockade  alternative,  and  the  Foreign  IMinister,  Mr.  Ihlen,  with  the 
Minister  of  Commerce,  Mr.  Friis  Petersen,  were  behind  him  in  this. 
He  went  over  first  in  January,  1916,  and  it  proved  that  he  had  such 
excellent  connections  in  England  and  was  so  well  able  to  plead  the 
interests  of  the  Norwegian  fishermen  that  he  succeeded  in  inducing 
the  British  authorities  to  accept  his  plan.  For  the  purchase  of  Nor- 
wegian fish  there  was  set  aside  £10,000,000. 

On  January  24  the  highest  official  in  the  British  fisheries,  Mr. 
PI.  G.  Maurice,  came  to  Bergen  for  the  purpose  of  organizing  pur- 
chases. On  the  same  day  Dr.  Hjort  was  requested  by  the  British 
consul  in  Bergen,  Mr.  Mackay,  to  assist  Mr.  IMaurice,  and  these  two 
gentlemen  had  a lengthy  conference.  IMr.  IMaurice  stated  that  as  the 
seasonal  fishing  had  already  begun  there  was,  in  his  opinion,  no  time 
to  set  up  a buying  organization  and  purchases  would  have  to  be 
made  most  privately.  He  also  enq^hasized  the  necessity  of  keeping 
secret,  as  long  as  possible,  the  fact  that  it  was  the  British  Govern- 
ment that  was  buying ; he  meant  that  otherwise  prices  would  go  too 
high.  With  this  in  mind  IMr.  IMaurice  desired  to  work  through  a 
single  buyer,  and  requested  Dr.  Hjort  to  name  someone  to  whom  he 
might  a])ply.  Dr.  Hjort  had  hoped  that  the  buying  could  be  so  or- 
ganized that  every  Norwegian  merchant  would  be  given  an  oppor- 
tunity to  ])rofit  by  it.  But  IMr.  Maurice  was  firm  in  his  attitude  and 
Dr.  II,  jort  then  suggested  that  he  might  apph'  to  the  owner  of  one 
of  the  largest  firms  in  the  fishing  trade,  Mr.  Albert  IMartens  of  Ber- 
gen, who,  after  a time  overcame  his  scruples  and  declared  himself 
williim-  to  undertake  the  task  on  condition  that  the  British  Govern- 
ment  would  give  a “guarantee  that  as  long  as  the  War  lasted,  or  at 
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least  as  long  as  his  purchases  continued,  the  Norwegian  fishing  indus- 
try would  be  given  every  facility  to  import  coal,  salt  and  hemp.”  On 
February  5 the  agreement  was  made  and,  on  this  basis,  signed. 

Few  events  in  the  history  of  Norway  during  the  War  make  it 
plainer  that  her  foreign  policy  and  her  commerce  had  in  those  years 
become  absolutely  indissoluble  than  this  contract  closed  by  a fish 
merchant  in  Bergen,  which,  in  reality,  was  an  international  document 
of  great  importance,  not  only  for  a whole  Norwegian  industry,  but 
also  as  a basis  of  British  policy  toward  Norway. 

1‘iven  the  wording  of  the  agreement  between  Mr.  INIartens  and  Mr. 
IMaurice  contained  a certain  strain  of  the  diplomatic.  The  contract 
began  with  an  introduction  in  solemn  words  stating  the  purposes  of 
the  agreement.  The  signing  of  it  was  accompanied  by  an  “exchange 
of  notes”  between  the  two  parties  further  emphasizing  the  aims  and 
objects  of  the  contract.  And  in  the  communication  from  IMr.  Mar- 
tens these  words  occur: 

I presume  from  tlie  letter  of  Mr.  Findlay  and  from  the  initial  words 
of  the  contract  we  have  signed  today,  that  His  Britannic  Majesty’s 
Government  are  anxious  to  do  all  in  their  power  to  facilitate  the  work 
of  the  Norwegian  fisheries.  I therefoi'e  trust  that  by  accepting  this  view 
I will  have  obtained  the  active  support  of  His  Britannic  Majesty’s 
Government  for  the  Norwegian  fisheries.  . . . 

Mr.  Maurice’s  reply,  which  was  sent  the  same  day — February  5, 
1916 — ran  as  follows: 

I have  received  your  letter  of  today  with  regard  to  your  signature 
of  our  Contract  and  I am  satisfied  that  it  expresses  correctly  the  inten- 
tion of  His  Majesty’s  Government. 

d'he  British  blockade  buying  began  immediately,  and  conditions 
in  the  Norwegian  fish  market  now  became  unique.  Through  com- 
missioners, purchasing  “centrals,”  and  agents,  three  governments 
were  actively  buying,  two  of  them  for  the  purpose  of  securing  their 
own  su[)plies  and  the  third  to  prevent  exports  to  a country  it  was  at 
war  with.  The  fishermen  had  full  knowledge  of  the  purchases  being 
made  through  German  “centrals”  and  Norwegian  commissioners; 
hut  IMr.  Martens,  at  least  in  the  beginning,  succeeded  in  keeping 
the  nature  of  his  buying  quite  secret.  People  thought,  therefore, 
that  IMr.  IVIartens  was  a newly  arisen  Croesus  who  had  made  a fan- 
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tastic  fortune  in  the  fish  trade  of  the  year  before,  and  who  was  now 
trying  to  make  a private  corner  in  fish  in  order  to  offer  his  stocks 
both  to  Germany  and  England  and  sell  them  to  that  Power  which 
could  pay  him  the  most.  LFnder  these  conditions  it  was  not  at  all 
strange  that  prices  for  Norwegian  fish  quickly  rose  to  an  un- 
dreamed-of level.  Mr.  Maurice  has  stated  that  the  average  figure 
paid  by  the  British  for  fat  herrings  was  kr.  89  per  barrel,  for  other 
herrings  kr.  70  per  barrel,  for  salted  fish  kr.  83  per  100  kilograms, 
and  for  medicinal  cod-liver  oil  kr.  480  per  barrel.  Altogether,  and 
by  the  end  of  March,  Mr.  Martens  had  bought  to  the  amount  of  kr. 
140,000,000;  and  kr.  20,000,000  was  placed  at  his  disposal  for 
April. 

The  Germans  did  not  understand  that  these  purchases  were 
financed  by  the  British  Government.  The}%  therefore,  made  offers 
for  Mr.  Marten’s  stocks.  The  British  could  have  sold  their  oil  at  a 
profit  of  kr.  8,000,000,  and  their  heri’ings  at  a gain  of  kr.  30,000,- 
000.  But  it  was  not  with  the  purpose  of  making  profits  that  these 
purchases  had  been  inaugurated. 

However,  after  Mr.  Martens  had  rejected  the  German  offers  he 
began  to  fear  it  would  be  impossible  to  keep  the  actual  facts  secret 
any  longer.  Mr.  Maurice  also  feared  that  the  whole  affair  would  be 
divulged,  and  for  this  reason  the  British  authorities  came  to  desire 
an  alteration  in  the  arrangement.  The  rise  in  prices  worked  even 
more  in  the  same  direction.  Should  the  buying  go  on  at  the  same 
level  it  seemed  as  if  there  would  be  no  limit  to  the  upward  movement. 

When,  in  April,  Dr.  Hjort  was  again  in  London  to  arrange  for 
the  equipment  of  the  fishing  fleet  which  was  to  go  to  Iceland,  he  was 
informed  of  the  controversy:  One  side  maintained  that  Gi’eat  Britain 
ought  to  sto])  supplying  raw  materials  to  the  Norwegian  fisheries, 
the  other  that  such  su])plies  ought  to  go  only  to  those  fishermen  who 
agreed  to  sell  the  whole  of  their  catch  at  fixed  prices  to  agents  au- 
thorized by  the  British  Government.  The  latter  plan  meant  that  the 
Norwegian  j)cople  must  learn  of  the  British  })urchases,  and  that, 
therefore,  these  would  have  to  be  made  quite  ])ublicly.  The  British 
Minister  of  Commerce,  Mr.  E.  G.  Trettyman,  took  the  latter  view.  In 
cobperation  with  Dr.  Iljort  he  worked  out  the  draft  of  a proclama- 
tion which  was  intended  to  be  addressed  to  the  Norwegian  public 
and  wliich  gave  full  information  of  the  previous  purchases.  And  the 
Cliancellor  of  the  Exchequer  decided  to  allot  a further  sum  of 
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£14), 000, 000  to  be  used  for  the  additional  buying  demanded  by  the 
plan  proposed. 

d’he  Norwegian  IVIinister  of  Commerce,  iMr.  Friis  Petersen,  how- 
ever, refused  to  give  bis  consent  to  the  publication  of  a British  proc- 
lamation to  tlie  Norwegian  public.  With  full  right  be  maintained 
that  it  would  be  against  international  custom  if  the  citizens  in  one 
country  were  addressed  in  this  way  by  the  Government  of  another. 
He  also  feared  that  a counter  proclamation  might  he  made  by  Ger- 
many. The  plan  for  the  continuation  of  buying  got  no  further  and 
Dr.  H jort  had,  therefore,  to  he  content  with  arranging  matters  for 
the  Iceland  fisheries.  For  them  he  was  obliged  to  give  the  British 
Government  the  option  of  hu3nng  all  the  Iceland  fish  at  a price  of 
kr.  4)5  per  barrel  of  75  kilograms,  and  all  herring  oil  at  kr.  105  per 
100  kilograms,  both  c.i.f.  Norwa3^  Furthermore,  what  was  not 
bought  from  the  fishermen  in  this  way  was  to  he  sold  011I3'  to  Nor- 
wny,  Sweden,  and  other  countries  authorized  h3'  the  British  Govern- 
ment. 

The  heav3^  seasonal  fishing  being  over  there  was,  at  this  juncture, 
no  immediate  liurr3^  and  it  was  accordingly^  decided  that  the  ques- 
tion of  the  continued  relations  between  the  British  Government  and 
the  Norwegian  fisheries  should  be  left  in  abe3’ance  until  the  end  of 
Jul3’  and  then  taken  u])  for  consideration  from  both  sides.  These 
negotiations  took  place  at  Christiania,  and  they  formed  the  stepping- 
stone  from  the  first  to  the  second  and  more  difficult  period  in  the 
economic  history  of  Norway  during  the  World  War. 

In  the  meantime  the  difficulties  in  the  way  of  obtaining  home  sup- 
plies of  fish  were  constantly  increasing.  The  measures  taken  by  the 
Food  Commission  were  generally  held  to  be  quite  insufficient ; and, 
at  the  same  time,  they  caused  an  ever  growing  discontent  among  the 
fishermen,  who  made  complaints  through  their  representatives  in  the 
Stoi'thing.  When  the  Food  Commission,  with  the  approval  of  the 
Government,  on  June  3 laid  a prohibition  on  the  export  of  certain 
fish  sta])lcs  thirt3f-four  members  of  the  Storthing,  all  belonging  to 
the  party  in  power,  sent  a letter  of  protest  to  the  Government  criti- 
cizing the  Food  Commission  most  severel3^ 

The  export  ])rohibition  of  June  3,  strange  to  say,  had  been  han- 
dled by  the  Ministry  of  Agriculture,  the  Premier,  jMr.  Gunnar 
Knudsen,  being  himself  in  charge.  This  gave  political  significance 
to  the  letter  of  protest.  It  was,  therefore,  anticipated  that  Mr. 
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Knudsen,  as  the  leader  both  of  the  Government  and  the  party, 
would  make  the  reply  himself.  Instead  of  that  he  simply  sent  the 
letter  to  the  Food  Commission  with  a request  for  its  opinion.  The 
Commission  took  this  as  evidence  of  a planned  retreat  by  the  Gov- 
ernment and  immediately  asked  to  be  released  from  its  duties.  It 
was  then  suggested  in  the  press  that  a new  ministry  should  be  cre- 
ated so  that  the  official  carrying  out  the  food  policy  of  the  Govern- 
ment could  be  endowed  with  constitutional  and  parliamentarv  re- 
sponsibility. IMr.  Knudsen  adopted  this  idea,  and  on  July  25  he 
induced  the  Storthing  to  pass  a unanimous  resolution  providing  for 
the  establishment  of  the  so-called  Food  Ministry  {Provianterings- 
departcmcntct) . The  Governor  of  Ilomsdal,  IMr.  Oddmund  Vik,  was 
appointed  chief  of  this  ministry. 

The  complex  conditions  in  the  fisheries  market  thus  resulted  in  a 
complete  reorganization  of  public  activities  set  going  to  provide 
Norway’s  peo])le  with  the  necessary  amount  of  food.  The  transition 
from  tlie  first  to  the  second  period  in  the  country’s  economic  history 
during  the  War  is  thus,  in  this  field,  also  marked  b}'  an  important 
event:  the  retirement  of  the  Food  Commission  and  the  establishment 
of  a new  temporarv  IMinistry  with  the  sole  task  of  providing  for 
Norway’s  food  supplies. 

There  has  been  a great  difference  of  opinion  with  regard  to  the 
policy  that  was  followed  by  the  Food  Commission.  It  should  perhaps 
be  admitted  that  it  thought  too  much  of  satisfying  the  claims  of  the 
day,  forgetting  the  importance  of  working  in  accordance  with  fixed 
j)rinciples  and  far-reacliing  plans.  It  must,  however,  be  said  in  this 
connection  that  one  member  of  the  Commission,  Professor  Skeie, 
had,  in  the  fall  of  1914,  already  proposed  to  the  leaders  of  the  Na- 
tional Assembly  that  a general  prohibition  should  be  put  on  the  ex- 
])ort  of  foodstuffs  as  the  initial  ste])  in  a compensation  ])olicy  with 
which  to  meet  that  of  the  belligerent  ])owei-s,  but  that  this  proposal 
had  been  re  jected. 

IMost  of  the  work  of  the  Commission  had  been  devoted  to  the  ob- 
taining of  sup])lies  of  grain  and  the  (questions  connected  therewith. 
The  difficulties  in  this  field  were  enhanced  in  view  of  the  disappoint- 
ing crops  both  in  1914  and  1915.  The  summer  of  1914  in  the  prin- 
cipal agricultural  districts  had  been  far  too  dry,  and  that  of  1915 
too  wet.  d'he  yield  of  1914  was  in  ])articular  a very  poor  one.  While 
the  counlrv’s  total  crop  of  cereals  and  legumes  in  191;1  was  325,000 
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tons,  and  in  1915^,  321, GOO,  in  1914?  it  fell  to  239,000  tons.  In  1915, 
which  had  a very  good  September,  and  considerably  larger  sown 
areas  than  the  previous  year,  the  crop  reached  a total  of  280,000 
tons,  but  was  of  unequal  quality.  Thus  potatoes,  to  a large  extent, 
had  been  damaged,  partly  by  disease  and  partly  by  frost.  Roth  in 
the  years  1914-1915  and  1915-1916  there  was  accordingly  a greater 
need  than  usual  for  imports.  After  private  inqjorting  had  again  be- 
gun the  Commission’s  attention  was  centered  especially  on  securing 
reserve  stocks.  On  June  30,  1916,  it  possessed,  itself,  a total  of 
60,000  tons  of  grain,  and  had  also  induced  the  various  parishes  to 
store  another  40,000  tons. 

In  1915  steps  had  also  been  taken  to  make  certain  that  grain 
growing  in  Norway  would  be  profitable.  On  INIay  8,  1915,  the  Stor- 
thing resolved  “to  ensure  to  the  country’s  grain  growers  for  the 
budget  year,  July  1,  1915,  to  June  30,  1916,  the  same  net  retunis 
for  their  grain  that  they  presumably  would  obtain  if  protective 
duties  on  a sliding  scale  were  introduced:  Wholesale  prices  for  im- 
ported grain  were  not  to  fall  below  16  ore  per  kilogram  for  wheat 
and  rye,  or  below  14  ore  for  oats  and  barley.”  Rut  prices  continued 
to  rise,  so  that  this  guarantee  never  came  into  effect.  The  discussion 
as  to  its  most  practical  form  had,  however,  resulted  in  a most  impor- 
tant decision  by  the  Storthing.  In  a law  of  August  20,  1915,  it  gave 
the  Government  authority  to  introduce  a State  monopoly  for  the  im- 
port of  cereals  “and  other  necessaries  of  life.” 

Rut,  up  to  1917,  there  was  no  need  to  resort  to  such  measures. 
Inq)orting,  generally  speaking,  went  on  undisturlied,  and  it  was 
even  ])ossible  to  accumulate  certain  reserve  stocks.  In  this  field,  as 
well  as  in  most  others,  the  great  difficulties  arose  during  the  last  two 
years  of  the  War. 

l uitil  the  fall  of  1916  the  people  of  Norway  were  able,  therefore, 
to  lead  a life  which — seen  in  conqjarison  with  conditions  experi- 
enced by  most  of  the  peoples  of  Europe — must  be  called  fairly  care- 
free and  untroubled.  As  })rices  rose  it  became,  of  course,  more  and 
more  difficult  for  those  who  lived  on  fixed  incomes  to  make  both  ends 
meet.  Rut  at  the  same  time  there  were  excellent  opportunities  to 
obtain  well-})aid  work  of  almost  every  sort;  there  was  little  or  no 
unemployment ; and  all  who  were  directly  connected  with  industrial 
life  saw  their  incomes  increasing.  From  a purely  business  point  of 
view  the  country,  in  the  course  of  the  second  year  of  the  War,  even 
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found  itself  enjoying  exceptional  prosperity.  Hence  it  came  that 
the  Norwegian  people  in  that  period  had  only  in  small  degree  any 
feeling  of  solidarity  with  the  nations  which  had  to  bear  the  suffer- 
ings and  misfortunes  of  the  War.  They  lived  their  own  lives,  and 
nearly  all  were  largely  taken  up  with  purely  home  affairs.  It  is  typi- 
cal of  the  situation  that  no  former  or  later  Storthing  passed  so  many 
important  laws  as  the  Parliament  of  1915,  although  not  all  the  re- 
forms agreed  upon  were  immediately  put  into  force. 

^\s  matters  developed  it  was  only  natural  that  satisfaction  at  the 
way  in  which  the  Government  and  leaders  had  acted  was  general 
throughout  the  country.  The  elections  of  1915  were  also  a marked 
victory  for  the  Government,  which  was  put  in  a position  to  remain 
in  power  with  a majority  almost  unaltered. 

However,  the  picture  of  the  situation  gained  by  the  public  had 
colors  far  too  bright.  Those  industries  which  enjoyed  the  greatest 
prosperity  were  precisely  those  that  were  exposed  to  special  dan- 
gers. Thus  the  good  times  in  the  fishing  industr}^  in  the  spring  of 
1916  were  only  the  result  of  a definite  economic  policy  on  the  part 
of  Great  Britain  which  might  at  any  time  be  changed.  Simultane- 
ously, both  the  commercial  and  the  political  pressure  put  upon  the 
country  by  the  belligerents  was  constantly  growing,  and  the  oppor- 
tunist policy  that  had  been  followed  by  the  IMinister  of  Foreign 
Affairs  made  it  difficult  for  Norway  to  protest  against  infringements 
and  encroachments  upon  the  principles  of  international  law  and 
established  usage.  But  the  Goyernment  tried  fairly  consistently  to 
keep  seci’ct  such  struggles,  either  actual  or  threatening.  The  leaders 
in  industry  and  trade  were  thereby  tempted  to  make  plans  less  pru- 
dent than  they  would  haye,  had  they  been  fully  conyersant  with  con- 
ditions. And  when  eyents  in  the  last  two  years  of  the  War  gradually 
unmasketl  the  dangers,  sharp  criticism  was  directed  against  the 
Government.  But  in  ap])raising  this  criticism,  it  must  not  be  for- 
gotten that  the  economic  policy  of  the  first  two  years  was  based  on 
the  belief  that  the  War  would  be  only  of  short  duration,  and  if  peace 
had  been  declared  in  the  autumn  of  1916,  or  earlier,  the  War  would 
have  had  hardly  any  serious  effect  on  the  country’s  economic  de- 
velopment, and  “the  judgment  of  history”  would  have  undoubted^ 
been  favorable  to  the  Government. 


CHAPTER  IV 

THE  FISH  AGREEMENT  OF  xVUGUST  5,  1916 


The  new  negotiations  bearing  upon  the  relations  between  the  Brit- 
ish Government  and  the  Norwegian  fisheries  were  opened  at  Cliris- 
tiania  on  July  21,  1916.  Great  Britain  was  represented  by  two 
exjjerts  who  had  arrived  from  London  especially  for  the  purpose, 
Messrs.  F.  Leverton  Harris  and  James  Hope  Simpson,  by  Mr. 
E.  Ovey,  then  Charge  d' Affaires  at  Christiania,  and  by  Mr.  Mac- 
kay;  and  Norway  was  represented  by  Dr.  Hjort  and  the  Under- 
secretary of  State  for  Foreign  Affairs,  IMr.  Arne  Scheel. 

The  British  negotiators  brought  with  them  a “provisional  scheme 
submitted  as  a basis  for  discussion.”  Section  I of  the  scheme  began 
thus : 

In  view  of  the  great  and  growing  feeling  of  discontent  in  Great 
Britain  regarding  the  export  of  fish  and  fish  products  from  Norway  to 
(iennany,  export  only  rendered  possible  by  siijiplies  derived  from  or 
controlled  by  Great  Britain,  His  Majesty’s  Government  may  be  com- 
pelled to  stop  all  sup])lies  of  stores,  coal,  or  oil  for  fishermen’s  require- 
ments unless  an  arrangement  satisfactory  to  His  Majesty’s  Govern- 
ment can  be  arrived  at. 

The  scheme  contained  the  following  major  proposals : There  was  to 
be  formed  a Fish  IMerchants’  Association,  approved  by  the  Norwe- 
gian Government,  with  the  duty  “of  providing  sufficient  fish  for 
Norway’s  internal  consumption.”  . . . “All  Norwegian  fish  and 
fish  products  not  required  for  internal  consumption”  were  to  be  sold 
b}'  the  xVssociation  “to  His  IMajesty’s  Government  or  to  any  person 
or  corporation  nominated  and  guaranteed  by  it.”  And  licenses  for 
ex])ort  were  to  be  given  only  “to  the  Fish  Merchants’  Association 
or  to  its  representatives.” 

It  was  naturally  out  of  the  question  for  the  Norwegian  negotia- 
tors to  acce])t  these  proposals.  They  called  for  an  arrangement  that 
would  give  Great  Britain  complete  command  of  the  Norwegian  fish 
market,  and  the  demand  that  export  licenses  should  be  given  only  in 
one  direction  contained  an  inadmissible  challenge  to  the  Central 
Bowers.  IMr.  Scheel,  therefore,  put  forward  a Norwegian  counter 
proposal.  The  plan  for  the  Fish  Merchants’  Association  was  ac- 
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cepted.  But  its  chief  business  was  to  be  the  buying  of  the  necessary 
raw  materials  for  the  fishermen,  under  the  same  conditions  as  were 
prescribed  in  the  ordinary  “branch  agreements.”  Licenses  for  export 
were  to  be  granted  to  Great  Britain  for  such  fish  as  were  taken  with 
the  use  of  British  supplies  and  to  any  other  country  for  fish  taken 
with  su])plies  from  that  country.  The  Fish  IMerchants’  Association, 
or  another  association  formed  especially  for  this  purpose,  was  to  sell 
definite  quantities  to  a British  institution  at  fixed  ])rices. 

The  British  negotiators  rejected  this  proposal,  fearing  that  it 
would  be  im])ossil)le  to  control  such  a system.  They  now  suggested 
that  no  exceptions  whatsoever  should  be  given ; anyone  could  buy 
what  he  desired,  but  the  whole  catch  must  be  stored  in  Norway  until 
after  the  War. 

This  arrangement  met  with  decided  disapproval. 

The  third  j)roposal  of  the  British  negotiators  was  merely  to  make 
a branch  agreement  for  the  Norwegian  import  of  raw  materials,  com- 
bined with  the  Norwegian  proposal  for  the  granting  of  export  li- 
censes, but  without  any  obligation  upon  the  British  Government  to 
buy. 

There  is  no  doubt  that  this  arrangement  would  have  given  the 
best  ]3ossihle  position  to  Norway  as  regards  her  neutrality  and  her 
commercial  independence.  However,  it  went  against  the  ideas  of  Dr. 
H jort.  He  had  made  it  his  aim  to  bring  about  the  continuance  of 
the  British  ])urchases.  He  feared  that  if  they  were  not  renewed  the 
whole  fishing  population  would  sink  into  poverty  and  distress.  It  is 
most  probable  that  he  exaggerated  the  helplessness  of  the  fishermen, 
hut,  on  the  other  hand,  it  would  naturally  mean  a great  benefit  to 
the  fishing  districts  if  they  could  keep  the  new  British  market  dur- 
ing the  remainder  of  the  War.  But,  as  negotiator.  Dr.  Hjort  was 
the  re])resentative  not  only  of  Norwegian  fishermen  but  of  his  coun- 
t rv ; and  he  mmlit  to  have  remembered  that  it  is  alwavs  dangerous  to 
lose  sight  of  political  relations  and  think  “along  purely  economic 
lines.” 

The  standpoint  of  Dr.  Hjort  was  advocated  so  brilliantly  for  the 
Norwegian  Government  that  it  resolved  to  make  a far-reaching  com- 
})romise  in  order  to  obtain  the  renewal  of  the  British  purchases.  On 
the  initiative  of  the  I’remier,  IMr.  Knudsen,  the  proposal  was  made 
to  comhine  the  Branch  Agreement  with  the  British  obligation  to 
buy  at  fixed  ])rices,  and  simultaneously  to  give  Norway  the  right  by 
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treaty  to  export  a certain  percentage  of  her  fish  catch  to  Germany. 
This  ainendinent  was  accepted  by  the  Rritish  negotiators,  and  the 
percentage  for  free  export  was  fixed  at  15,  the  Norwegians  having 
first  proposed  25  and  the  British  10%. 

When  tlie  parties  had  thus  found  a solution  of  the  chief  difficulty, 
the  remaining  negotiations  were  hurried  on,  and  on  August  5 the  so- 
called  “F’ish  Agreement”  between  Great  Britain  and  Norway  was 
concluded.  It  played  such  a dominating  part  in  the  development  of 
Norwegian  war  economics  that  we  shall  give  its  chief  clauses. 

The  Agreement  commences  with  the  following  provisions : 

1.  The  Royal  Norwegian  Government  will  forthwith  prohibit  the  ex- 
])ort  from  Norway  of  all  fish,  fish  oil  and  other  fish  products  (ex- 
cept canned  fish). 

2.  Immediately  after  the  signing  of  this  Agreement  an  inventory  shall 
be  made  of  all  fish,  fish  oil  and  fish  products  and  stocks  in  Norway, 
and  shall  be  checked  by  the  proper  authorities. 

Clause  2 provided,  furthermore,  that  exporting  might  be  per- 
mitted from  old  stocks  if  it  could  be  effected  without  any  violation  of 
a given  guarantee.  The  j)rohibition  of  exports  was,  according  to 
Clause  3,  to  be  continued  until  the  end  of  the  year. 

The  British  obligation  to  buy  was  stipulated  in  Clause  4,  as  fol- 
lows : 

His  Britannic  Majesty’s  Government  or  their  nominees  will  be  pre- 
pared to  purchase  all  fish,  fish  oil  and  other  fish  products  not  required 
for  home  consumption  in  Norway  at  prices  to  be  immediately  arranged 
with  the  re2)resentatives  of  the  fishing  industries.  Such  prices  shall  re- 
main in  force  during  the  War. 

According  to  Clause  5,  however,  “His  Britannic  Majesty’s  Gov- 
ernment on  giving  four  weeks’  notice  may  cease  to  purchase”  any 
fish  products.  ' 

In  Clause  6*  the  British  Government  bound  itself  to  grant  licenses 
for  export  to  facilitate  Norwegian  im})orts  of  coal,  oil,  and  other  re- 
quii'ements  of  the  fisheries. 

In  Clause  11  the  Agreement  was  made  “conditional  upon  suffi- 
cient credits  being  arranged  in  Norway.” 

The  rules  governing  free  export  were  given  in  Clauses  12  and  13. 
It  was  prescribed  that  exemptions  should  “be  limited  to  quantities 
not  exceeding  15  per  cent  of  the  actual  catch.”  Very  strict  rules 
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were  laid  down  to  make  certain  that  no  export  should  take  place 
under  this  clause  in  violation  of  given  guarantees.  Thus  licenses 
should  “not  be  granted  unless  and  until  declarations  have  been 
lodged  by  the  exporter  with  the  Ministry  , . . that  the  curer  or 
manufactui-er,  as  the  case  might  be,  guaranteed  that  in  the  curing  or 
preparation  of  fish  or  the  manufacturing  of  the  products,  no  raw 
materials  obtained  from  Great  Britain,  or  the  import  of  which  was 
controlled  by  Great  Britain,  were  employed.”  Even  from  the  fisher- 
men he  had  bought  from  he  had  to  procure  like  guarantees. 

According  to  Clause  14;  the  Norwegian  Government  was  to  “fix 
maximum  prices  for  the  various  classes  of  fish,  fish  oils  and  fish 
products  which  are  dealt  with  in  this  Agreement,”  and  “these  prices 
should  not  be  higher  than  the  prices  arranged”  for  the  British  pur- 
chases. This  price  arrangement  should,  according  to  the  Agreement 
itself,  be  made  “by  His  Britannic  Majesty’s  Government  with  the 
representatives  of  the  fishing  industry.”  However,  it  proved  to  be 
impossible  within  a few  days,  to  improvise  a branch  association  of  fish 
merchants.  Therefore,  an  additional  agreement  concerning  prices 
was  made  between  Dr.  Hjort  and  Mr.  Leverton  Harris. 

Quite  apart  from  what  might  be  said  about  the  Agreement  as  a 
whole,  it  contained  details  which  proved  to  be  most  unfortunate 
from  a Norwegian  standpoint. 

First,  prices  for  British  purchases  were  fixed  in  kroner  and  ore 
for  the  whole  remaining  period,  notwithstanding  any  future  altera- 
tions in  the  price  level.  It  sounds  quite  incredible  that  such  a provi- 
sion was  made  at  that  time,  for  in  August,  1916,  the  great  war  in- 
flation of  all  prices  was  already  an  acknowledged  fact,  and  every 
prediction  was  to  the  effect  that  a continuous  upward  tendency  in 
the  price  level  would  be  inevitable.  Should,  however,  the  prices  of 
raw  materials  continue  to  rise,  while  the  prices  brought  by  the  catch 
were,  bv  agreement,  bound  to  remain  on  a level  which  was  reasonable 
in  the  fall  of  1916,  a discrepancy  between  costs  and  selling  prices 
must  soon  be  the  result,  throwing  the  fisheries  into  a serious  crisis  of  a 
wholly  artificial  character.  Dr.  Hjort  has  defended  the  price  clauses 
by  saying  that  fixed  }>rices  were  absolutely  conditional  for  British 
jmrchasing.  However,  it  cannot  be  seen  from  the  documents  that  any 
})roposal  deviating  from  those  clauses  was  made  by  the  Norwegian 
negotiators. 

Second,  the  pi’ice  arrangement  was,  in  another  respect,  of  a most 
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unfavorable  character.  According  to  Clause  l-i  the  inaxiinum  prices 
fixed  by  the  Norwegian  Government  were  not  to  be  higher  than  the 
})rices  arranged  for  the  British  purchases.  This  meant  an  identity 
between  tlie  prices  which  the  producer  could  obtain  by  selling  to  the 
British  agents  and  the  maximum  prices  merchants  could  obtain  by 
selling  to  the  Norwegian  public.  Under  these  circumstances  Nor- 
wegian business  men  in  fishery  lines  had  no  motive  for  any  longer 
carrying  on  their  businesses ; they  could  not  make  any  profit,  nor 
even  get  their  costs  covered. 

^Vhen  the  Norwegian  negotiators  had  accepted  this  clause  they 
had  acted  in  the  belief  that  the  British  would  sell  back  a considerable 
j)art  of  the  fish  they  were  obliged  to  bin%  and  that  these  great  quan- 
tities could  be  had  at  very  low  prices.  The  liritish  negotiators  had 
suggested  their  willingness  to  accept  a clause  in  the  Fish  Agreement 
by  which  Great  Britain  would  sell  back  what  was  wanted  for  Nor- 
way’s internal  consumption  at  50  per  cent  of  maximum  prices.  The 
Norwegian  negotiators  had,  however,  rejected  the  plan,  fearing  that 
such  an  arrangement  would  put  Norway  under  an  obligation  to 
Great  Britain.  They  hoped,  however,  that  even  after  this  rejection 
the  liritish  willingness  to  sell  at  low  prices  would  hold  good.  It  did. 
But,  as  it  proved,  the  British  agents  neither  offered  the  quantity 
necessary  for  home  consumption  in  Norway  nor  offered  the  products 
at  the  prices  that  had  been  hoped  for.  This  was  only  natural.  When 
the  British  had  not  assumed  any  obligation  to  sell  certain  quantities 
at  fixed  prices,  it  was  in  theii’  interest  not  to  spoil  the  Norwegian 
market  by  offering  too  much  or  being  too  reasonable  in  their  prices. 
The  result,  however,  was  that  Norway,  notwithstanding  her  posses- 
sion of  some  of  the  greatest  fisheries  in  the  world,  had  more  and  more 
difficulty  as  the  War  continued,  in  procuring  the  necessar}"  fish  sup- 
plies for  her  own  j)opulation.  At  last  the  State  was  called  upon  once 
more,  and  the  authorities  began  again  to  subsidize  the  consunq)tion 
of  fish  products,  thus  adopting  anew  a policy  in  contradiction  to  all 
economic  laws. 

d'hird,  the  guarantee  demanded  from  exporters  included  such 
rigid  rules  that  they  were  impossible  to  practice  to  the  letter.  After 
a series  of  new  negotiations  during  the  fall,  the  British  Legation  at 
Christiania  was  at  last  forced  to  accc})t  a somewhat  free  Norwegian 
interpretation  of  these  guarantees. 

Fourth,  the  provisions  concerning  the  calculation  of  the  15  per 
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cent  gi-anting  free  export  were  vague  and  dubious.  Regarding  this 
clause  also  new  negotiations  became  necessary,  and  here  again  the 
Norwegian  standpoint  was  ultimately  accepted. 

These  controversial  details,  however,  represented  only  the  minor 
part  of  the  series  of  difficulties  for  the  economic  policy  of  Norway, 
which  cropped  up  in  connection  with  the  Fish  Agreement. 

Throughout  the  whole  of  the  second  half  of  1916  the  British  ac- 
cused the  Norwegian  authorities  of  not  having  kept  to  the  Agree- 
ment in  a loyal  manner.  The  British  grievances  were  mentioned  in 
a note  of  September  25  from  Minister  Findlay  to  Mr.  Ihlen,  and 
were  constantly  repeated  later  on. 

What  had  most  annoyed  the  British,  and  been  the  reason  for  most 
of  the  accusations,  was  the  fact  that  from  August  18  to  October  31, 
1916,  121,393  hi.  of  salted  fat  herrings  had  been  exported  to  Ger- 
many. Dr.  Hjort  had,  as  a matter  of  fact,  during  the  negotiations 
early  in  August,  assured  IMr.  Leverton  Harris  that  there  were  only 
small  stocks  of  herrings  in  the  country.  The  British  Legation,  there- 
fore, maintained  that  these  herrings  partly  or  wholly  emanated 
from  a new  catch  and  had  been  smuggled  into  the  old  stocks. 

The  Norwegian  inventory  on  August  18  had  certainly  been  taken 
at  short  notice,  and  had  to  be  accomplished  before  there  was  time  to 
arrange  new  administrative  machinery.  It  had,  therefore,  not  been 
possible  to  carry  out  an  entirely  effective  control  along  the  far- 
stretching  Norwegian  coast,  which  from  end  to  end  has  an  extent  of 
about  3,400  kilometers,  and  when  bays  and  inlets  are  included,  about 
20,000  kilometers.  Thus  it  was  impossible  to  prove  that  the  British 
accusations  were  false.  The  Norwegians  were  obliged  to  content 
tliemselvcs  by  pointing  out  that  the  catch  of  fat  herrings  in  the 
beginning  of  August,  1916,  had  been  an  exceptionall}^  good  one, 
that  the  old  stocks  of  herrings,  as  the  quality  in  many  cases  had 
not  been  S})ccified  during  the  inventory,  might  have  comprised  fat 
herrings  in  quantity,  and,  finally,  that  renewed  investigations  had 
revealed  onlv  n few  cases  of  wrong  statements.  The  British  Lega- 
tion, however,  lent  a willing  ear  to  the  most  fantastic  tales  of  how 
the  Noi'wegian  controllers  had  been  deceived.  Hence  the  negotia- 
tions between  the  British  liegation  and  the  Norwegian  authorities 
throim'hout  the  fall  of  1916  went  on  in  irritable  fashion;  and  no 

O 

understanding  had  been  reached  when  other  circumstances  resulted 
in  an  acute  conflict  between  the  two  countries. 
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The  Fish  Agreement  itself  had  been  kept  secret.  Tlie  Norwegians 
who  were  not  particularly  scrupulous  in  observing  export  rules  thus 
had  no  idea  of  the  difficulties  they  had  brought  upon  their  country. 
Not  even  the  subordinate  authorities  were  informed  of  the  situation. 

This  secrecy  was  entirely  against  the  wishes  of  Dr.  FIjort. 
Throughout  the  negotiations  he  had  all  the  time  been  under  the  im- 
pression that  the  Agreement^  would  be  published.  The  proposals 
which  he,  as  Director  for  Fisheries,  had  put  before  the  Government 
were  all  based  on  the  understanding  that  there  Avould  be  complete 
publicity.  When  the  Minister  for  Foreign  Affairs,  IMr.  Ihlen,  on 
August  7 informed  Dr.  Hjort  that  the  Government  had  decided 
upon  secrecy,  he  at  once  asked  to  be  released  from  his  position.  But 
as  his  retirement  a few  days  after  he,  on  Norway’s  behalf,  had  closed 
so  important  an  agreement  with  a foreign  power,  would  have  ap- 
peared rather  strange,  the  Government  induced  him  to  agree  to  an 
arrangement  by  which  his  retirement  should,  provisionally,  take  the 
form  of  a leave  of  absence.  This  leave  was  granted  him  on  August  11. 

Dr.  FI  jort  states  that  just  before  this  he  had  a visit  from  a Ger- 
man emissary,  Mr.  Paul  llehbein,  who  tried  to  ascertain  what  had 
taken  j)lace.  Mr.  llehbein,  according  to  Dr.  FIjort’s  report,  said  to 
him:  “I  am  conversant  with  the  whole  affair,  and  know  that  Norway 
has  entered  into  an  agreement  with  England.  It  is  not  the  fact  that 
this  has  been  done  for  the  sake  of  the  Norwegian  fisheries  which  em- 
bitters us.  We  understand  quite  well  that  that  was  unavoidable.  But 
that  it  has  been  kept  secret  from  us  we  can  never  forget.” 

iMeantime  the  F'ood  Minister,  Mr.  Oddmund  Vik,  demanded  that 
the  IMinister  for  Foreign  Affairs  before  making  public  the  export 
prohibition  shoidd  inform  the  German  Minister  of  the  consequences 
which  the  F’ish  Agreement  would  have  for  the  export  of  Norwegian 
fish  to  Germany.  The  Government  agreed  with  Mr.  Vik,  and  on  Au- 
gust 17  Mr.  Ihlen  had  a conversation  with  the  German  Minister 
concerning  this.  According  to  a brief  note  in  the  archives  of  the  For- 
eign Ministry  he  told  him  that  “next  day  an  export  prohibition  cov- 
ering various  fish  j)roducts  Avould  be  issued,  but  it  Avould  not  affect 
the  present  stocks,  and  that  exenqitions  would  be  made  for  certain 
quantities  of  the  future  catch;  also  that  the  prohibition  had  been 

^ The  Norwegian  edition  of  this  volume  is  the  first  puldication  that  lias 
given  to  the  Norwegian  a full  account  of  the  actual  facts  in  connection  with 
the  Fish  Agreement. 
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brought  about  in  order  to  obtain  the  necessary  raw  materials  and 
fishing  outfits  from  England.” 

Germany  did  not,  however,  consider  this  satisfactory.  On  Sep- 
tember the  Norwegian  Minister  in  Berlin,  Mr.  von  Ditten,  tele- 
graj)hed  that  Mr.  Rchbein,  on  returning  from  Christiania,  had 
stated  that  he  had  not  succeeded  in  getting  sufficient  information. 
i\Ir.  von  Ditten  added  that  the  feeling  against  Norway  was  strong, 
and  tliat  retaliatory  measures  might  be  expected  at  any  moment. 

It  is  easily  understood  that  the  Norwegian  Government  had  its  mis- 
givings as  to  furnishing  the  German  Government  with  official  advice 
regarding  the  details  of  the  Fish  Agreement  when,  all  the  while,  no 
understanding  had  been  arrived  at  with  the  British  authorities  con- 
cerning the  points  which  were  decisive  for  a maintenance  of  the  Nor- 
wegian fish  export  to  Germany  in  the  limited  form  the  Agreement 
provided  for.  It  is  very  probable  that  German  feelings  would  have 
become  even  more  intense  if  the  details  had  been  learned  sooner. 

It  is,  however,  quite  certain  that  the  Germans  with  their  partial 
knowledge  of  the  Agreement  became  greatly  incensed  against  Nor- 
way ; and  the  German  Government  seemed  to  liave  decided  immedi- 
ately to  take  action  against  her  at  the  first  suitable  opportunit3^ 

It  did  not  have  to  wait  long.  On  October  13  there  was  published 
tlie  Norwegian  Ro^ml  Ordinance  on  the  subject  of  submarines. 


CIIAPTEK  V 


THE  SEQUEL  OF  THE  FISH  AGREEMENT:  THE 
U-1K)AT  CONITTCT  WITH  GERMANY 


Late  in  September,  1914,  German  submarines  tried  to  stop  the 
trade  between  Norway  and  Archangel,  and,  indeed,  all  traffic  along 
the  northerly  Norwegian  coast.  From  September  26  to  October  4 
eleven  Norwegian  vessels  totaling  14,569  gross  tons,  and  with  an  in- 
sured value  of  about  kr.  11,000,000,  were  sunk  in  these  waters.  The 
loss  to  the  Norwegian  War  Insurance  Association  amounted  to 
more  than  kr.  10,000,000. 

Several  vessels  were  tor])edoed  just  outside  of  harbor  waters  on 
the  north  coast  of  Norway.  The  crews  had  to  leave  the  ships  in  the 
bitterly  cold  autumn  weather  and  row  mile  after  mile  in  open  boats 
before  reaching  land;  and  their  sufferings  were  terrible.  Four  of  the 
crew  of  the  Ravn,  which  was  torpedoed  off  the  Murmansk  coast, 
died  from  exhaustion  and  cold  in  the  open  sea. 

These  sinkings  naturally  caused  tremendous  bitterness  in  Nor- 
way. A strong  campaign  against  Germany  was  opened  in  the  press. 
One  newspaper  after  the  other  demanded  that  the  Government 
should  close  Norwegian  waters  to  submarines ; and,  as  a matter  of 
fact,  it  was  highly  probable  that  the  U-boats  which  had  done  the 
sinkings  in  the  Arctic  Ocean  had  reached  it  through  Norwegian 
territorial  waters. 

The  rules  and  customs  of  international  law,  established  before  the 
days  of  submarine  warfare,  permitted  the  war  vessels  of  belligerent 
])owers  to  navigate  neutral  waters,  and  even  conditionally  to  put 
in  to  neutral  ports.  For,  in  such  cases  the  vessel  can  be  seen.  Rut  the 
U-boat  can  escape  observation  by  diving.  It  was,  therefore,  only 
natural  that  the  question  of  special  rules  for  the  admission  of 
U-boats  to  neutral  waters  was  raised  several  times  during  the  War. 
On  November  29,  1915,  a Swedish  ordinance  had  forbidden  the  ad- 
mission of  submarines  belonging  to  any  of  the  belligerent  powers  to 
indisputable  Swedish  territorial  waters,  except  in  cases  of  severe 
weather  or  on  account  of  casualties,  when  the  submarine  was  to  re- 
main on  the  surface  and  fly  its  national  flag.  On  August  22,  1916, 
the  neutral  governments  received  identical  memoranda  from  the 
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governments  of  France,  Great  Britain,  Russia,  and  Japan,  in  which 
they  were  enjoined  “to  take  efficacious  measures  tending  to  prevent 
belligerent  submarines  regardless  of  their  use,  from  availing  them- 
selves of  neutral  waters,  roadsteads  or  harbors.”  The  Norwegian 
Government  had  for  a long  time  considered  that  there  was  no  suffi- 
cient reason  to  alter  the  old  regulations,  but  after  the  losses  in  the 
Arctic  Ocean  it  issued  the  following  Royal  Ordinance,  dated  Octo- 
ber 13,  1916: 

1.  Submarines  equipped  for  use  in  war  and  belonging  to  a belligerent 
power,  may  not  be  navigated  or  remain  in  Norwegian  territorial  wa- 
ters. Breach  of  this  prohibition  will  render  such  vessels  liable  to  attack 
by  armed  force  without  previous  warning. 

This  jorohibition  shall  not  prevent  submarines  from  seeking  Norwe- 
gian territorial  waters  on  account  of  stress  of  weather  or  damage,  in 
order  to  save  human  life.  When  within  territorial  waters  the  vessel  shall 
be  kept  on  the  surface  and  shall  fly  her  national  flag  and  also  the  inter- 
national signal  indicating  the  reason  of  her  presence.  As  soon  as  the 
reasons  justifying  the  arrival  of  the  vessel  are  no  longer  existent  she 
shall  depart  from  territorial  waters. 

Other  submarines  than  those  mentioned  are  also  prohibited  from 
navigating  or  remaining  in  Norwegian  territorial  waters,  unless  by 
daylight  in  clear  weather,  and  in  surface  condition  with  their  national 
flag  displayed. 

h'oreign  submarines  which  navigate  Norwegian  waters  must  them- 
selves, on  account  of  the  difficulty  of  distinguishing  between  the  different 
kinds  of  submarines,  take  the  risk  of  damage  or  destruction,  caused 
through  doubt  as  to  the  character  of  the  vessel. 

2.  This  ordinance  shall  come  into  force  on  October  20,  1916. 

J'he  Norwegian  Ordinance  went  even  further  than  the  Swedish, 
inasmuch  as  it  allowed  entrance  to  Norwegian  waters  only  when  the 
mission  of  the  submarine  was  to  save  human  life.  Both  this  circum- 
stance and  the  discussions  which  went  on  in  the  Norwegian  press 
gave  the  German  Government  the  impression  that  it  here  had  an  op- 
})ortunity  to  take  the  desired  action  against  Norway  because  of  the 
Fish  Agreement. 

No  time  was  lost.  In  the  course  of  a few  days  the  whole  German 
])ress  was  mobilized.  And  on  October  20  the  German  IMinister  at 
Christiania,  IMr.  .J.  IMichahelles,  handed  a note  to  the  Norwegian 
Minister  for  Foreign  Affairs,  declaring  that  the  Norwegian  Ordi- 
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nance  was  not  neutral  inasmuch  as  it  was  directed  solely  against 
Germany  and  had  been  issued  at  the  instigation  of  England.  The 
note  concluded  with  the  following  words : 

Ry  order  of  my  Government,  I,  therefore,  hereby  beg  to  lodge  a posi- 
tive protest  against  the  Royal  Ordinance  of  October  12  of  this  year, 
and  exjn-ess  a decided  expectation  that  the  Royal  Government  will  on 
renewed  consideration  withdraw  this  Ordinance. 

It  1 las  been  said  of  this  note  that  only  on  one  point  did  it  differ 
from  an  ultimatum,  inasmuch  as  no  fixed  time  was  stated  for  the 
receiving  of  the  reply.  Rut  this  circumstance  Mr.  Ihlen  made  full 
use  of.  He  did  not  make  any  hurried  decision.  He  consulted  the  lead- 
ing Norwegian  statesmen  and  diplomats,  as  well  as  the  governments 
of  Sweden  and  Uenmark,  as  to  their  views  of  the  situation.  He  again 
resorted  to  the  policy  of  postponement. 

While  the  Norwegian  answer  was  being  considered,  it  was,  how- 
ever, the  general  opinion  within  European  diplomatic  circles  that 
the  situation  was  critical.  The  possibility  of  Norway  being  drawn 
into  the  War  was  also  freely  discussed  in  the  world’s  press ; and  the 
Allied  military  authorities  considered  the  measures  which  would 
have  to  he  taken  in  order  to  protect  Norway  against  a sudden  Ger- 
man attack. 

d'he  German  note  dealt  with  a single  question  only;  viz,  the  Nor- 
wegian Submarine  Ordinance.  Rut  there  is  the  old  saying,  “pre- 
tending one  thing  and  meaning  quite  another,”  and  tliere  is  every 
reason  to  believe  that  this  was  true  of  this  German  action  against 
Norway.  Naturally  the  Germans  felt  themselves  injured  by  the  Sub- 
marine Ordinance.  Rut  for  the  motivation  of  their  policy  this  did 
not  mean  so  much.  The  German  U-boats  had  not  been  in  the  habit 
of  navigating  Norwegian  territorial  waters  in  surface  condition; 
and,  when  submerged,  they  could  enter  the  forbidden  waters  without 
])aying  any  attention  to  the  Norwegian  guard  ships.  What  inter- 
ested the  Germans  in  connection  with  Norway  was  quite  another 
matter.  The  Ffisli  Agreement  of  August  5 had  already  aggravated 
the  food  situation  in  Germany,  and  the  fear  was  nourished  that  the 
Rritish  Government  might,  later  on,  be  able  to  mani})ulate  this  mys- 
terious Agreement  in  such  a manner  that  Norwegian  exports  of  fish 
to  Germany  would  be  completely  stopped.  In  these  facts  we  un- 
doubtedly perceive  the  deeper  reasons  for  her  action. 
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(iermany  did  not,  indeed,  wait  long  before  raising  the  fish  ques- 
tion. The  day  after  the  delivery  of  the  German  note  IMr.  Scheel,  of 
the  Foreign  Ministry,  received  a private  letter  in  extremely  amiable 
terms  from  the  German  Commercial  Attache,  Dr.  Busing,  inquiring 
how  the  Fish  Agreement  between  Norway  and  England  should 
really  be  interpreted.  A query  in  this  letter  regarding  the  mode  of 
calculating  the  15  per  cent  begins,  “It  is  of  importance  that  we  be 
informed”;  and  the  letter  concludes  with  a request  for  a reply  the 
same  day.  The  time  limit  which  was  omitted  in  the  note  concerning 
the  Submarine  Ordinance  was  thus  included  in  the  semi-private  let- 
ter about  the  Fish  Agreement. 

On  October  18,  five  days  after  the  issuing  of  the  Submarine  Ordi- 
nance and  two  days  before  the  presentation  of  the  German  note,  con- 
ferences between  the  German  Legation  and  the  Norwegian  Foreign 
Ministry  took  place  to  discuss  the  question  of  an  eventual  trade 
agreement  between  the  two  countries.  The  negotiations  were  not  in 
any  way  broken  off  after  the  German  note  of  October  20.  On  the 
contrary,  it  appears  that  they  were  accelerated.  Germany  was  repre- 
sented by  Dr.  Biising  and  in  part  by  an  emissary  from  the  German 
banks.  Dr.  Warburg.  Mr.  Scheel  attended  on  behalf  of  Norway; 
and  after  each  meeting  he  wrote  a detailed  report,  which  is  to  be 
found  in  the  archives  of  the  Foreign  Ministry.  From  these  reports 
it  appears  that  the  conferences  were  all  carried  on  in  an  exception- 
ally friendly  and,  at  the  same  time,  pertinent  manner;  and  from 
Mr.  Scheel’s  notes  nothing  transpires  to  the  effect  that  the  negotia- 
tions were  between  countries  which,  according  to  general  opinion, 
were  on  the  verge  of  war. 

The  Germans  almost  immediately  put  forward  the  draft  of  an 
agreement,  according  to  which  Norway  was  to  grant  a number  of 
commercial  concessions  to  Germany.  The  presentation  of  this  pro- 
])osal  simultaneously  with  the  diplomatic  action  on  the  submarine 
(juestion  seemed  to  prove  it  was  in  the  purelv  economic  field  that  the 
Germans  were  most  seriously  in  earnest.  From  the  viewpoint  of  home 
])olitics  this  undoubtedly  was  a relief  to  the  Norwegian  Government; 
for  the  concession  of  some  commercial  advantages  to  Germany  could 
hardly  be  considered  as  a national  humiliation.  With  regard  to  the 
foreign  })olic3'  of  the  country,  the  position  was  quite  the  opposite. 
The  Submarine  Ordinance  had,  as  a matter  of  fact,  not  been  issued 
in  submission  to  the  Allied  note  of  August  22,  but  was  a s])ontaneous 
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manifestation  of  Norwegian  resentment  at  the  sinkings  in  tlae  xV.rctic 
Ocean.  No  power  could,  therefore,  complain  if  Norway  made  a 
marked  withdrawal  in  the  submarine  controversy  itself.  In  commer- 
cial respects,  Norway,  on  the  contrary,  was  hy  no  means  free.  The 
sti]>ulations  in  the  Fish  Agreement  were  such  that  it  would  be  al- 
most impossible  to  give  Germany  any  facilities  for  obtaining  her 
fish  without  first  expressly  obtaining  the  consent  of  Great  Britain, 
and  in  some  of  the  communications  to  the  British  Legation  concern- 
ing the  branch  agreements  the  Government  had  taken  upon  itself 
certain  obligations  with  regard  to  other  ex})ort  prohibitions. 

Under  these  circumstances  the  Norwegian  Government  found  it 
advisable  to  make  a proposal  for  a trade  agreement  with  Germany, 
offering  all  the  commercial  facilities  it  considered  it  possible  to 
grant.  This  proposal  was  solemnly  presented  to  Dr.  Busing  on 
October  26*.  It  must  be  said  of  it  that  it  did  not  offer  any  facilities 
to  better  Germany’s  commercial  position. 

But  Norway  ])ledged  herself,  so  far  as  possible,  to  maintain  the 
status  quo;  and  according  to  Norwegian  opinion  Germany  w'ould  be 
well  served  hy  a maintenance  of  commercial  relations  as  they  were. 
The  statistics  proved,  as  a matter  of  fact,  that  the  business  relations 
between  Norway  and  Germany  in  the  war  years  had  so  developed 
that  Germany  had  become  the  greater  importer.  While  Norway  had, 
in  1913,  imported  from  Germany  to  the  amount  of  kr.  176,000,000, 
her  ex])orts  to  Germany  amounted  only  to  kr.  67,000,000.  The 
value  of  imports  from  Germany  in  the  first  six  months  of  1916 
was  kr.  85,000,000,  against  an  export  value  to  Germany  of  kr. 
154,000,000. 

Nevertheless,  the  Norwegian  proposal  for  a commercial  agree- 
ment met  at  first  with  complete  silence  in  Germany ; and  the  Govern- 
ment in  Christiania  soon  understood  that  it  would  not  bring  any 
solution  of  the  conflict.  On  the  contrary,  it  became  clear  that  the 
situation  had  been  aggravated,  and  it  began  to  he  known  to  steadily 
widening  circles  in  Norway  that  the  crisis  had  entered  a critical 
])hase.  Feelings  became  excited.  Every  day  the  newspapers  con- 
tained new  and  bitter  articles  against  German}^  and  nearly  every 
day  the  German  submarines  provided  them  with  new  reason  for 
them ; for  just  at  that  time  a great  number  of  Norwegian  .ships  were 
the  victims  of  their  torpedoes  and  shells.  The  day  after  the  delivery 
of  the  German  note  no  less  than  nine  Norwegian  vessels  were  sunk. 
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From  October  20  to  November  1,  when  for  a few  days  there  was  a 
cessation  of  such  incidents,  German  submarines  destroyed  thirty- 
three  Norw'egian  mercantile  ships  of  a total  gross  tonnage  of  4<0,185 ; 
and  the  loss  to  the  Krigsforsikringen  on  these  vessels  was  kr.  25,- 
815,000.  Tlu’ee  of  the  torpedoings  took  place  in  the  Arctic  Ocean.  It 
was  a fairly  general  opinion  in  Norway  that  the  German  subma- 
rines at  that  time  sought  out  Norwegian  ships  in  particular.  Many 
began  to  think  that  war  was  unavoidable.  Not  a few  business  men 
acted  on  this  supposition.  A large  number  of  house  owners  and  ten- 
ants in  Christiania  insured  themselves  in  foreign  companies  against 
boml)ardment  from  the  air. 

The  Norwegian  Government,  however,  wanted  to  preserve  peace, 
and  in  its  efforts  was  loyally  and  effectively  supported  by  Stock- 
holm and  Copenhagen.  It  lay  in  the  political  position  of  the  three 
countries  that  the  Swedish  remonstrances  were  made  in  Berlin ; while 
the  Danish  Government  also  tried  to  influence  London,  emphasizing 
its  feeling  that  Norwa}"  ought  to  be  allowed  to  give  Germany  com- 
mercial concessions,  notwithstanding  the  Fish  Agreement  and  the 
branch  agreements. 

It  was,  however,  not  only  in  Denmark  and  Sweden  that  Norway’s 
involvement  in  the  War  was  not  desired.  When  it  came  to  the  issue 
it  })rovcd  that  neither  the  British  nor  the  French  Government  was 
keen  on  having  another  small  country  drawn  into  the  War  on  their 
side ; tliey  apparently  calculated  that  the  military  obligations  which 
would  be  laid  upon  them  would  be  greater  than  the  benefits.  The 
Allied  governments,  therefore,  made  it  clearly  known  that  they 
would  })refer  to  see  the  Norwegian-German  conflict  solved  in  peace. 

But  tlie  Norwegiaji  Government  was  not  disposed  to  alter  its  at- 
titude. On  November  8 it  delivered  a reply  to  the  German  note  of 
October  20,  which  contained  nothing  about  the  German  claims  but 
inerelv  gave  a long  and  very  carefully  coni})oscd  explanation  of  the 
motives  for  the  issue  of  the  Submarine  Ordinance.  Germany  imme- 
diately declared  that  this  reply  was  unsatisfactory.  But — and  here 
we  have  the  characteristic  feature — the  Norwegian  IMinister  in  Ber- 
lin was  ])rivately  informed  that  the  German  Government,  before 
taking  any  further  steps,  would  study  the  Norwegian  proposal  of  a 
commercial  agreement  more  closely. 

At  the  same  time  Germany  expressed  the  wish  to  change  the  basis 
of  calculation  for  the  amount  of  Norway’s  free  fish  exports  to  her. 
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which  in  the  Fish  Agreement  was  put  at  15  per  cent  of  “the  actual 
catch.”  Owing  to  the  impossibility  of  computing  the  catch  in  ad- 
vance the  Germans  could  never  know  what  amount  of  equipment  and 
raw  materials  it  would  be  useful  for  them  to  sell  to  Norway.  They 
suggested  that  the  percentage  should  be  calculated  on  the  basis  of 
the  average  catch  during  the  last  five  years.  This  was  in  line  with 
Norwegian  interests,  because  reliable  statistics  for  “the  actual 
catch”  could  not  be  procured  at  the  time  when  the  distribution  for 
export  was  to  be  made.  The  Norwegian  Government  dealt  with  this 
matter  in  a most  businesslike  manner.  It  at  once  informed  the  Brit- 
ish Government  that  it  intended  to  consider  the  five  years’  average 
as  the  basis.  The  British  made  no  protest  against  this. 

In  the  meantime  negotiations  regarding  a commercial  agreement 
with  Germany  had  been  renewed  at  Christiania  on  November  17. 
But  many  difficulties  cropped  up  and  Germany  then  made  it  known 
that  the  Norweffians  would  have  to  do  at  least  somethino;  with  re- 
gard  to  the  Submarine  Ordinance.  The  result  of  this  was  that  on 
December  2 the  following  secret  instructions  for  the  Norwegian 
Navy  were  issued : 

The  Royal  Ordinance  of  October  13,  1916,  shall  be  understood  to  the 
effect  that  submarines  belonging  to  belligerent  powers  are  permitted 
to  enter  Norwegian  territorial  waters  when  it  is  necessary  on  account 
of  stress  of  weather,  or  damage,  or  to  save  human  life. 

It  was  further  arranged  that  the  German  banks  should  immedi- 
ately obtain  a loan  of  kr.  7,500,000.  And  in  the  wav  herein  described 
the  crisis  between  Germany  and  Norway  was  gradually  negotiated 
away  without  its  being  possible  to  name  any  exact  date  as  the  turn- 
ing  point. 

About  the  middle  of  January,  1917,  it  seemed,  however,  to  be 
quite  clear  to  both  parties  that  the  making  of  a commercial  agree- 
ment would  mean  a lengthy  continuation  of  the  negotiations.  They 
then  agreed  that  the  acute  conflict  should  be  ended  by  two  measures. 
In  the  first  place  a tenq)orary  commercial  arrangement  should  he 
made,  pending  a final  agreement  at  a later  juncture.  In  the  second 
])lace  the  Submarine  Ordinance  should  be  altered  in  accordance  with 
the  instructions  given  on  December  2. 

d’he  temporary  commercial  agreement  was  arrived  at  on  January 
23,  1917,  in  an  exchange  of  letters  between  Messrs.  Biising  and 
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Scheel.  Its  chief  contents  were  the  following:  Both  Germany  and 
Norway  declared  that  they  would  mutually  exchange  goods  accord- 
ing to  their  abilities,  but  with  regard  to  their  own  requirements. 
Norway  also  added  the  reservation  “that  she  could  permit  export 
only  to  the  extent  in  which  she  was  not  bound  by  agreements  al- 
ready existing  with  other  countries.”  Germany  pledged  herself  to 
give  immediate  export  license  for  machine!’}'  ordered  by  Norway 
and  already  manufactured, — though  with  certain  specified  reserva- 
tions. Norway  pledged  herself  not  to  issue,  up  to  March  1,  1917, 
export  prohibitions  on  nickel,  molybdenum,  carbide  of  calcium, 
ferrosilicon,  calcium  nitrates,  and  tinned  fish.  All  in  all  the  agree- 
ment was  in  accordance  with  the  Norwegian  proposal  of  October 

26, 1916. 

The  amendment  of  the  Submarine  Ordinance  followed  on  January 
30.  The  fundamental  prohibition  against  belligerent  submarines 
making  use  of  Norwegian  territorial  waters  was  maintained.  But  a 
modification  was  introduced  in  the  paragraph  covering  permitted 
access  to  Norwegian  territorial  waters;  the  second  “or”  was  now 
oj)enly  inserted  in  the  final  j^hrase  “on  account  of  stress  of  weather 
or  damage  or  to  save  human  life,”  thus  giving  publicity  to  the 
new  interpretation  given  in  the  secret  instructions  of  December  2. 

The  revised  wording  had  already  been  accepted  by  the  Germans ; 
and  on  February  9,  1917,  Mr.  Michahelles  stated  that  the  German 
Government  now  “waived  any  further  discussion  of  the  Norwegian 
arguments  and  considered  the  incident  as  closed.” 

The  ultimate  settlement  of  the  conflict  was  a complete  mystery  to 
the  public.  There  was  no  discoverable  connection  between  the  severe 
threats  made  b}'  the  Germans  on  October  20  and  their  later  placable 
attitude.  On  October  20  they  demanded  that  the  Submarine  Ordi- 
nance should  immediately  be  withdrawn.  At  the  end  of  January  they 
contented  themselves  with  an  alteration,  which  principally  consisted 
in  tlie  word  “or”  beino;  inserted  in  a not  too  well  worded  sentence. 
Only  <*1-  ]ierusal  of  all  the  documents  in  the  archives  gives  the  ex- 
j)lanation.  It  ])roves  that  here  we  have  l)efore  us  one  of  the  instances 
in  political  developments  where  there  is  need  for  “the  economic  in- 
ter])retation  of  history.”  It  seems,  as  a matter  of  fact,  unmistakably 
to  a])pear  from  the  documents  that  what  the  Germans  actually  were 
aimino'  at  was  the  assurance  of  getting  at  least  a fixed  minimum 
quantity  of  Norwegian  fish,  and  a guarantee  that  the  Norwegians 
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on  renewed  pressure  from  England,  would  not  issue  ex|)ort  prohibi- 
tions on  certain  goods  which  the  Germans  needed,  jiartly  as  civilian 
food  supplies  and  partly  for  war  purposes.  Even  though  the  tempo- 
rary agreement  of  January  23,  1917,  contained  significant  reserva- 
tions on  Norwa}f’s  behalf,  the  German  Government  considei’ed  that, 
at  all  events,  it  had  obtained  some  kind  of  commercial  guarantee. 
Thereafter  the  Submarine  Ordinance  played  a minor  part.  It  could 
he  looked  upon  as  a closed  incident,  although  in  ideality,  a change  of 
only  very  little  importance  had  been  made. 

Rut  in  the  light  of  the  connection  which  thus  has  been  made  clear, 
it  proved  that  the  conflict  with  Germany  over  the  Submarine  Ordi- 
nance really  makes  a chapter  in  the  economic  history  of  Norway 
during  the  World  War. 


CHAPTER  VI 


THE  COPPER  AGREEMENT  AND  THE  CONFLICT 
WITH  GREAT  BRITAIN 

Norway  exports  as  well  as  imports  copper.  It  exports  cupreous 
pyrites  and  imports  electrolytic  copper.  The  total  Norwegian  pro- 
duction in  1913  amounted  to  420,000  tons  of  cupreous  pyrites,  con- 
taining more  than  1 per  cent  copper ; in  addition  to  which  there  was 
produced  80,000  tons  of  so-called  “non-cupreous  pyrites,”  an  ore 
containing  less  than  1 per  cent  of  copper.  The  greater  part  of  this 
was  exported.  If  the  export  to  Holland  and  Belgium  is  held  to  have 
been  ultimately  destined  for  Germany,  that  country  received,  in 
1913,  about  114,000  tons.  The  mines  suffered  manifold  difficulties 
in  1914,  but  in  1915  had  a very  good  year.  The  total  production 
came  to  465,000  tons  of  cupreous  and  65,000  of  non-cupreous  py- 
rites, and  jDrices  were  continually  rising.  Exports  to  Germany,  cal- 
culated as  above,  amounted  to  210,000  tons.  The  prospects  for  the 
next  year  were  thus  looked  upon  as  bright  and  promising.  But  the 
hopes  of  the  mine  owners  were  not  to  be  fulfilled.  In  February,  1915, 
the  miners  went  on  strike ; the  strike  gradually  developed  into  a gen- 
eral conflict  which  seemed  to  threaten  the  country’s  whole  industrial 
life.  A compulsory  arbitration  law  was  enacted ; but  the  mine  owners 
maintained  that  the  wages  fixed  by  the  court  of  arbitration  were  too 
high  considering  the  prices.  In  addition  to  this,  when  the  mines  were 
reo])ened  after  the  strike  it  developed  that  the  whole  situation  had 
changed. 

d’his  was  due  to  the  conditions  of  import  then  ruling.  In  the  late 
fall  of  1915  the  British  Government,  ])rincipally  by  the  help  of  a 
branch  agreement  with  the  leading  American  copper  exporters,  had 
succeeded  in  getting  the  whole  of  the  American  copper  export  under 
British  control.  The  agreement  had  not  been  published,  and  among 
the  Norwegian  importers  it  caused  great  astonishment  when  a large 
number  of  them  in  December,  1915,  were  advised  that  their  Ameri- 
can orders  could  not  be  filled.  IMost  of  the  refusals  were  due  to  the 
fact  that  the  orders  had  been  ]>laced  with  American  firms  not  in- 
cluded in  the  agreement.  The  Norweo;ian  Minister  in  London  imme- 
diatelv  remonstrated,  but  met  with  the  reply  that  Norway  could  not 
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expect  any  favor  as  the  Rritish  greatly  disapproved  of  the  Norwe- 
gian export  of  copper  to  Germany. 

(ireat  Britain  also  took  positive  steps  to  induce  the  Norwegian 
Government  to  impose  a prohibition  u])on  copper  exports.  On  April 
7,  1916,  the  British  Minister  at  Christiania,  Sir  Mansfeldt  de  C. 
Findlay,  sent  a communication  to  the  Norwegian  Minister  for  For- 
eign Affairs  regarding  the  copper  question.  It  was  accompanied  by 
a memorandum  upon  “a  })roposed  arrangement  for  the  exchange  of 
Norwegian  cop])er  and  cop])er-containing  substances  for  the  refined 
and  manufactured  copper  which  Norway  desires  to  import  from  over- 
seas.” The  memorandum  consisted  of  ten  points.  The  first  contained 
a demand  that  the  export  of  copper  and  “copper-containing  prod- 
ucts” should  be  prohibited  by  the  Norwegian  Government,  “except 
in  exchange  for  cop|)er,  manufactured  or  refined,  containing  the 
same  weight  of  copper  as  the  material  exported.”  Denmark  and 
Sweden  were,  however,  to  get  their  usual  quantities  without  ex- 
change. A minimum  quantity  of  10,()()()  tons  of  copper  was  also  to 
be  allotted  for  export  to  Great  Britain.  The  accompanying  letter 
was  written  in  a strain  which  appeared  very  strange  in  a diplomatic 
document.  Thus  it  contained  the  following  passage : 

I wish  to  point  out  that,  as  far  as  my  Government  is  aware,  no  other 
neutral  state  is  exporting  to  the  enemies  of  Great  Britain  material  for 
the  manufacture  of  munitions  of  war,  and  is  at  the  same  time  expecting 
Great  Britain  to  facilitate  the  importation  of  the  same  material.  It  is 
])ractically  certain  that  the  copper  exported  from  Norway  is  used  for 
the  manufacture  of  the  shells  which  day  after  day  are  causing  the  death 
and  disablement  of  the  soldiers  of  Great  Britain  and  her  allies.  It  is 
even  ])robable  that  copper  dug  in  Norwegian  mines  is  part  of  the  ma- 
terial used  in  the  construction  of  the  submarines  by  which  so  many 
Norwegian  ships  have  been  destroyed  “with  due  consideration  for  the 
rights  of  neutrals,”  and  not  a few  Norwegian  sailors  killed  and  wounded. 
The  inflated  price  of  Norwegian  cojjper  is  in  fact,  the  price  of  blood, — ■ 
the  blood  of  the  friendly  people  to  whom  Norway  would  necessarily 
look  for  assistance  in  time  of  need,  and  on  whom  she  depends,  not  only 
for  the  continuance  of  her  present  prosperity  and  independence,  but 
for  her  existence  as  one  of  the  foremost  sea-faring  nations  of  the  world. 

l\Ir.  Ihlen  replied  on  April  13.  He  stated  that  he  would  revert  to 
the  copper  question  later  on  but,  at  once,  wished  to  })oint  out  that 
the  British  Government  never  had  maintained  “that  a neutral  state 
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sliould  pledge  itself  to  forbid  its  citizens  to  sell  to  the  belligerents 
products  which  would  be  of  use  to  them,  a conception  which,  besides, 
if  acted  on  by  Norway,  would  mean  that  not  alone  exports  for  the 
enemies  of  England,  but  also  the  present  export  to  England  of 
a number  of  products  important  for  the  War  would  have  to  be 
stopped.”  IMr.  Ihlen  also  stated  that  the  Norwegian  Government 
alone  was  able  to  decide  the  question  of  what  measures  it  should  take 
toward  the  German  submarines,  and  concluded  by  saying  that  Nor- 
way did  not  feel  herself  especially  dependent  on  any  country. 

It  was  no  doubt  because  of  these  sharp  exchanges  of  opinion  that 
no  verbal  negotiations  regarding  the  copper  question  took  place 
that  summer,  as  was  the  case  with  the  other  outstanding  matters  be- 
tween Great  Britain  and  Norway,  but  that  the  discussions  continued 
in  formal  notes.  However,  in  June,  matters  had  gone  so  far  that  IMr. 
Ihlen  considered  it  advisable  to  get  in  touch  with  the  mine  owners 
and  secure  their  assistance.  Conferences  took  place  in  Christiania, 
at  which  the  mines  producing  pyrites  containing  more  than  1 per 
cent  of  copper  formed  an  “Association  for  the  Ex]:)ort  of  Norwe- 
gian Cupreous  Pyrites,”  with  the  object  of  arranging  a compen- 
sating agreement;  this  association  was  also  to  issue  all  licen.ses  to 
trade  with  neutral  markets. 

In  the  meantime  the  Foreign  Ministry,  in  cooperation  with  ex- 
jierts,  had  drafted  a proposal  for  an  agreement  regarding  the  ex- 
change of  copper.  It  was  sent  in  Norwegian  to  the  British  Legation, 
and  began  with  a declaration  that  the  Norwegian  Government  was 
willing,  on  certain  conditions,  to  impose  export  prohibitions  on 
“I'ohhcr,  Jiohhermalm,  kohherholdig  svovikis,  kohherliolclig  kisav- 
hrandd’’  Tbe  British  Legation  replied  in  a proposal  which  translated 
the  Norwegian  text  as  “co])per,  copper  ore,  pyrites  containing  cop- 
})er,  ])urple  ore  containing  copper.”  The  translation  was  not  ade- 
quate. Kohherholdig  svovikis  in  Norwegian  means  “cu})reous  ])y- 
rites,”  i.e.,  pyrites  containing  more  than  1 per  cent  of  copper,  while 
the  English  expression  “pyrites  containing  copper,”  according  to 
the  wording,  may  be  uiulerstood  also  to  include  “non-cupreous  py- 
rites,” seeing  that  very  small  quantities  of  copper  are  to  be  found 
in  all  Norwegian  pyrites.  The  amplified  translation  could  hardly 
have  been  adopted  ])urposely.  And  the  expression  “purple  ore  con- 
taining cop|)cr”  was  a wrong  translation  of  a Norwegian  technical 
word,  as  purple  ore  contains  no  copper;  probably  the  translation 


COPPER  AGREEMENT 


837 


had  been  done  with  the  help  of  an  ordinary  dictionary.  The  Foreign 
Ministry,  however,  did  not  sliow  the  Englisli  text  to  any  expert,  the 
mistakes  in  the  translation  were  not  discovered,  and  on  August  30  a 
formal  agreement  between  the  two  o-overnments  was  concluded — 
the  “Co])per  Agreement” — on  the  base  of  the  English  translation, 
while  the  export  prohibition  agreed  upon  was  imposed  on  September 
1,  giving  the  products  the  names  mentioned  in  the  original  Norwe- 
gian text. 

The  main  points  of  the  Agreement  were  the  following: 

The  Norwegian  Government  declared  that  the  export  prohibi- 
tions were  issued  “on  the  understanding  that  disjjensations  will  be 
granted  for  export  to  belligerent  countries  on  condition  that  Nor- 
way receives  within  60  days  from  the  date  of  export  from  or  through 
the  medium  of  such  countries  copper  goods  or  goods  containing  cop- 
per with  equivalent  contents  of  copper,  less  5 per  cent  for  wastage 
on  account  of  refinement  and  manufacture.”  Notwithstanding  this 
prohibition  Sweden,  Denmark,  and  Holland  were  to  receive  for 
home  use  a quantity  not  exceeding  the  amount  which,  in  receiit 
years,  they  had  imported  for  home  use.  On  condition  that  it  did  not 
interfere  with  military  exigencies  the  Rritish  Government,  in  re- 
turn, was  to  allow  an  importation  into  Norway  of  up  to  8,000  tons 
per  year  of  copper  and  copper-containing  products  for  home  use, 
in  exchange  for  exported  Norwegian  copper  and  copper  materials. 
In  consideration  of  the  fact  that  the  importation  from  America  to 
Norway  of  co{)pcr  had  been  stopped  for  several  months,  and  the 
mine  strike  had  caused  a falling  off  in  Norwegian  production,  the 
Rritish  Government  would  not  object  to  the  importation  into  Nor- 
way— immediately  after  the  issuing  of  the  above-mentioned  Norwe- 
gian ])rohibition  of  export — of  co})per  and  copper  manufactures  up 
to  3,000  tons,  irrespective  of  the  amount  of  copper-containing  prod- 
ucts which  Norway  at  such  time  might  be  al)le  to  deliver  in  ex- 
change. The  Norwegian  equivalent  goods  were  to  be  delivered  at  a 
])rice  agreed  upon  by  the  Norwegian  exporter  and  the  Rritish  im- 
])orter.  The  exchange  was  to  take  })lace  ton  for  ton.  For  every  ton 
of  Norwegian  pyrites  shipped  to  Holland  and  consigned  to  the 
Netherlands  Oversea  Trust  the  Rritish  Government  would  allow 
free  ])assage  from  Rotterdam  to  Norway  of  one  ton  of  iron  or  steel, 
})rovided  that  this  iron  or  steel  material  could  not  be  obtained  from 
Great  Rritain.  In  consideration  of  the  Rritish  Government’s  grant- 
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ing,  as  soon  as  jiossible,  license  or  shipping  facilities  for  up  to 
3,000  tons  of  copper,  the  Norwegian  Government  gave  the  British 
Government  a first  call  on  any  stock  of  pyrites  or  any  pyrites  which 
might  he  produced  in  Norway,  until  the  amount  of  copper  required 
for  exchange  in  return  for  tlie  above-mentioned  3,000  tons  had  been 
exported  to  Great  Britain  in  the  form  of  pyrites.  This  last  clause, 
in  the  later  exchange  of  notes,  was  generally  termed  “the  Assurance.” 

On  September  8 a circular  was  sent  to  the  customs  authorities 
freeing  from  export  prohibition  ore  or  pyrites  containing  less  than 
1/2  P<?i’  cent  of  copper  content.  This  occasioned  a sharp  verbal  note 
from  the  British  Legation,  dated  September  21,  1916.  Here  it  was 
stated  that  the  British  Legation  had  been  instructed  to  inform  the 
Norwegian  Ministry  for  Foreign  Affairs  that  His  Britannic  Maj- 
esty’s Government  regarded  the  issue  of  this  circular  as  a distinct 
breach,  not  only  of  the  letter  but  also  of  the  spirit  of  the  Copper 
Agreement. 

The  Norwegian  IMinistry  for  Foreign  Affairs  replied  on  Septem- 
ber 29,  explaining  the  Norwegian  interpretation  of  the  Agreement. 
It  was  es|)ecially  emphasized  that  the  Copper  Agreement  was  an 
arrangement  for  the  exchange  of  copper,  inasmuch  as  the  copper  con- 
tent in  the  exports  specified  was  to  be  used  as  an  equivalent  for  the 
co])])er  Norway  was  to  receive.  But  the  copper  content  in  non- 
cupreous  ])yrites  was  so  small  that  it  would  be  of  no  importance  as 
conq)ensation.  It  could,  therefore,  not  be  intended  that  the  Agree- 
ment should  include  that  class  of  pyrites.  IVhen  the  Norwegian 
Government  had  fixed  the  limit  as  low  as  l/->  per  cent  it  was  “bejmnd 
all  doubt”  that  it  was  “on  the  safe  side.” 

'I'he  British,  however,  persisted  in  their  standpoint.  As  a matter 
of  fact,  it  had  meanwhile  developed  that  the  discrepancy  between 
the  two  understandings  of  the  Agreement  signified  an  important 
reality,  in  so  far  as  the  British  began  to  discover  that  the  Germans, 
for  theii-  war  })ur])oses,  could  make  use  not  only  of  the  Norwegian 
copper  but  also,  and  })erha])s  in  a still  greater  degree,  of  the  Norwe- 
gian sul})hur.  Besides,  rumors  were  afloat  that  the  Germans  had  dis- 
covered methods  which  made  it  ])ossible  also  to  extract  the  copper 
from  pyrites  very  ])oor  in  cop])er.  Now  the  wording  of  the  English 
text  was  such  that  the  British  understood  that  they  could  demand 
the  stoppage  of  all  exports  of  ])yrites;  and  as  they  simultaneously 
halted  the  (lisj)atch  of  the  3,000  tons  of  electrolytic  copper,  the  Nor- 
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wegians,  after  the  note  of  September  21,  had  a choice  between  ex- 
tending the  prohibition  or  abandoning  the  Agreement. 

In  an  after-consideration  it  would  seem  that  the  latter  procedure 
would  have  been  the  better  one.  Rut  on  October  11  the  Norwegian 
Government  had  decided  to  give  way  and  hand  to  the  British  Lega- 
tion a proposal  for  a decision  as  to  the  extending  of  the  prohibition 
of  export.  This  proposal  was  accepted  and  came  into  effect  on 
October  30. 

Even  now  the  British  were  not  satisfied.  They  also  demanded  the 
right  to  close  a definite  contract  for  the  purchase  of  ])yrites  which 
would  counterbalance  the  immediate  Norwegian  import  of  3,000 
tons.  They  permitted  Norway’s  keenest  comj)etitors  on  the  pyrites 
market,  the  Bio  Tinto  Com})any,  to  act  as  buyers,  offering  com- 
paratively very  low  prices.  The  Norwegian  sellers  wanted  to  refuse; 
but  Mr.  Ihlen  threw  all  his  influence  into  the  scale  and,  by  making  a 
very  strong  appeal  to  their  national  feelings,  induced  them  to  ac- 
cept. Late  in  October  the  contract  was  signed.  When  it  had  been  in 
force  for  some  time  the  Norwegian  mines  were  losing  considerably 
on  every  ton  of  pyrites  delivered. 

Prior  to  the  closing'  of  the  contract  between  “the  Association  of 
Pyrites  Exporters”  and  the  Rio  Tinto  Company,  a number  of  ver- 
bal conferences  had  taken  place  between  Mr.  Ihlen  and  Minister 
Findlay.  The  conversations  were  carried  on  in  French.  In  a later 
corres])ondence  between  the  two  gentlemen  there  appear  contradic- 
tory statements  about  what  had  been  said.  It  is  not  improbable  that 
linguistic  misunderstandings  also  had  something  to  do  with  this  sec- 
ond misconce})tion.  At  any  rate,  Mr.  Ihlen  had  understood  Sir  IMans- 
feldt  to  the  effect  that,  provided  he  secured  for  the  British  the  Rio 
Tinto  contract — which  obviously  could  not  be  demanded  on  the 
basis  of  the  Co])per  Agreement — this  contract  should  take  the  place 
of  that  “first  call”  in  the  Assurance.  Had  not  IMr.  Ihlen  under- 
stood Sir  IVIansfeldt  thus,  he  would  not  have  had  any  motive  for 
bringing  about  the  conti-act.  Minister  Findlay,  on  the  other  hand, 
denies  having  withdrawn  the  British  claim  for  “first  call.”  What- 
ever may  have  been  said  between  the  two  gentlemen,  Mr.  Ihlen,  at 
all  events,  must  be  blamed  for  not  having  confirmed  in  writing  his 
assumptions  for  arranging  the  Rio  Tinto  contract.  As  some  excuse 
for  h im  it  may  he  mentioned  that  the  decisive  conferences  on  this 
subject  took  place  just  in  the  days  when  the  submarine  conflict  with 
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Germany  was  at  its  height,  and  probably  was  the  most  important 
topic  of  conversation  during  the  meetings  between  him  and  Minister 
Findlay. 

In  the  meantime  the  Norwegian  Foreign  Ministry,  maintaining 
that  the  Rio  Tinto  contract  had  been  substituted  for  the  British 
“first  call,”  found  itself  entitled  to  give  dispensations  from  the 
export  prohibitions  to  belligerent  countries  when  compensation  was 
given  for  the  copper  content.  Hence  they  allowed  the  export  of 
pyrites  from  tlie  Stordo  Mines  to  Germany.  As  these  pyrites  were 
mostly  non-cupreous  it  was  only  a question  of  very  small  quantities 
of  refined  copper  in  exchange.  The  British  Legation,  however,  very 
soon  came  to  know  of  this,  and  in  communications  of  November  16 
and  24  lodged  very  sharp  protests  against  the  export  licenses  to  the 
Stordo  Mines,  as  being  quite  contrary  to  the  Assurance. 

By  this  protest  Mr.  Ihlen  was  placed  in  a difficult  position.  He 
had  assured  the  German  Minister  that  exports  from  Stordo  to  Ger- 
many could  be  continued,  and  on  November  7 Mr.  Michahelles  in- 
formed him  that  the  equivalent  quantity  of  copper  had  been  fur- 
nished, and  that  Germany  considered  the  copper  question  settled 
(crledigt) . Sir  Mansfeldt’s  complaint  came  just  at  the  time  when 
the  German-Norwegian  negotiations  for  a general  commercial  ar- 
rangement were  well  in  progress,  and  IMr.  Ihlen  had  reason  to  hope 
that  the  German  threats  of  war  would  not  be  repeated.  Should,  how- 
ever, the  co])per  question  suddenly  be  thrown  upon  the  table,  there 
was  every  reason  to  believe  that  Germany  would  break  off  the  nego- 
tiations and  that  the  danger  of  war  would  then  be  imminent.  i\Ir. 
Ihlen,  therefore,  chose  to  let  the  exports  from  Stordo  to  Germany 
continue. 

The  British  Government  took  this  as  a proof  that  the  Norwegians 
had  submitted  to  the  German  threats,  and  the  Flow'd  George  IMinis- 
try,  which  had  come  to  power  on  December  7,  decided  to  tighten 
the  bonds  on  Norway.  On  December  18  Lord  Robert  Cecil,  who  was 
then  acting  as  Minister  for  Foreign  Affairs,  sent  two  memoranda  to 
the  Norwegian  IMinister  in  Ijondon,  Mr.  Benjamin  Vogt,  concerning 
tlie  asserted  breaches  of  the  Fish  Agreement  and  the  Copper  Assur- 
ance. Wlien  ]\Ir.  Vogt  emphasized  the  difficult  position  of  Norway 
liord  Robert  rc])lied : “Here  it  is  a question  of  two  agreements,  and 
tliey  must  be  fulfilled.” 

In  order  to  procure  better  statistical  material  for  a reply  to  the 
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British  allegations  regarding  the  Fish  Agreement  the  Norwegian 
Food  Ministry  on  December  22,  1916,  called  for  a “new  inventory 
of  the  fish  products  which  were  in  stock  on  August  18,  1916.”  Proof 
that  a recounting  had  been  done  was  made  a condition  for  export 
licenses. 

On  the  day  the  reinventorying  was  ordered  the  director  of  the 
Food  Board,  Mr.  Pedersen,  sent  a letter  to  the  British  Minister  in 
regard  to  a number  of  licenses  for  the  export  of  coal  from  Great 
Britain.  It  concerned  matters  which  usually  were  arranged  without 
discussion.  But  this  time  he  received  the  following  reply,  dated  De- 
cember 23,  1916 : 

I am  in  receipt  of  your  letter  of  yesterday’s  date,  and  in  reply 
tliereto  beg  to  inform  you  that  I am  unable  at  present  to  recommend 
any  such  applications  in  view  of  instructions  from  my  Government  that 
such  recommendations,  except  in  certain  cases,  are  to  be  suspended  un- 
til certain  questions  which  have  a bearing  on  the  execution  of  our  agree- 
ments respecting  fish  and  pyrites  have  been  satisfactorily  settled. 

The  Norwegian  IMinistry  for  Foreign  Affairs,  on  the  other  hand, 
did  not  receive  any  intimation  from  the  British  Legation  of  the 
sto])])age  of  coal  exports  to  Norway. 

Right  up  to  the  time  when  this  prohibition  was  imposed  the  de- 
liveries of  coal  from  Great  Britain  to  Norway  had  been  running 
about  normally.  The  annual  imports  of  coal  had,  during  the  years 
1914,  1915,  and  1916,  been  around  2,500,000  tons;  and  imports  of 
coke  and  cinders  had  increased  from  260,000  tons  in  1914  to 

365.000  tons  in  1916.  Nearly  all  coal  imports  and  over  two-thirds 
of  all  coke  ami  cinder  imports  came  from  Great  Britain.  It  had, 
however,  not  been  possible  to  accumulate  large  stocks.  A check-up 
of  the  stocks  of  fuel  in  the  country  on  January  31,  1917,  at  12 
o’clock  midnight,  showed  701,835  tons  of  coal,  105,118  tons  of  coke, 
and  28,332  tons  of  cinders,  besides  51,552  cubic  meters  of  peat,  and 
427,054  cords  of  wood.  These  figures  included  coal  stocks  possessed 
by  the  State  Railways,  which  on  January  1,  1917,  amounted  to 

116.000  tons.  As  the  normal  consumption  of  coal  was  estimated  at 
about  250,000  tons  per  month,  the  said  coal  stocks,  as  of  January 
31,  would  meet  almost  three  months’  normal  consumption.  By  nar- 
row restrictions  and  using  wood  to  the  greatest  possible  extent  they 
could  naturally  be  made  to  last  somewhat  longer.  But  not  in  all 
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cases  could  wood  be  substituted.  Of  the  estimated  yearly  consump- 
tion only  270,000  tons  were  for  household  use,  while  the  industrial 
consumption  worked  out  at  1,250,000  tons,  and  bunker  coal  at 

672.000  tons.  In  any  circumstances,  the  British  coal  prohibition, 
therefore,  meant  a serious  threat  to  Norwegian  production  and 
trade. 

Meanwhile,  on  January  3,  1917,  the  Government  had  sent  de- 
tailed telegraphic  replies  to  the  British  notes  concerning  the  Fish 
and  the  Copper  Agreements,  giving  elaborate  explanations  of  the 
Norwegian  standpoint.  About  the  Copper  Agreement  it  was  main- 
tained that  Norway  had  fully  fulfilled  her  duty  under  the  Assur- 
ance, as  the  above  mentioned  Association  of  Pyrite  Exporters,  with 
the  consent  of  both  governments,  had  taken  over  “responsibility  for 
the  contribution  incumbent  on  Norway.”  In  order  to  illustrate  how 
profitable  this  contract  was  to  the  Rio  Tinto  Company  it  was  stated 
that  21,000  tons  of  Norwegian  pyrites  bought  by  Rio  Tinto  at  kr. 

860.000  had  immediately  been  sold  in  Denmark  at  kr.  2,160,000.  The 
Government  also  insisted  on  its  interpretation  of  the  expression 
“pyrites  containing  copper,”  and  added  that  the  Rio  Tinto  contract 
itself  afforded  excellent  corroboration  of  the  Norwegian  view,  stipu- 
lating that  copper  contained  in  pyrites  should  not  be  paid  for  if  the 
percentage  of  copper  was  less  than  1 per  cent. 

On  January  12,  1917,  the  British  Government  replied  in  a de- 
tailed note  which  covered  more  than  six  typewritten  pages  in  folio. 

Where  it  was  a question  of  the  Fish  Agreement  it  submitted  a 
lengthy  argument  pointing  to  certain  statistical  data  and  inter- 
preting them  in  a way  intending  to  invalidate  the  probability  of  the 
Norwegian  explanations.  However,  this  statement  concluded  with 
the  following  remarks : 

'i'he  Norwegian  Government  will  readily  understand  that  these  dis- 
closures have  very  seriously  disturbed  His  Majesty’s  Government.  . . . 
But  nevertlieless  as  the  Norwegian  Government  have  declared  their 
readiness  to  redress  the  injury  which  has  been  done  to  British  interests 
. . . and  to  provide  against  a recurrence  of  abuses,  His  Majesty’s 
Government  will  be  prepared  on  this  understanding  to  regard  this  in- 
cident as  closed. 

’Turning  to  the  copjicr  (jucstion  the  note  stated  that  the  pyrites 
sent  to  Germany  had  not  first  been  offered  to  Great  Britain,  irre- 
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sjjective  of  Norway  not  yet  having  supplied  the  equivalent  amount 
of  jjyrites  for  the  3,000  tons  of  copper.  This  was  contrary  to  the 
Assurance  in  the  Co])per  Agreement.  The  question  of  the  designa- 
tions used  for  the  cupreous  copper  did  not  affect  this  issue  since  the 
words  used  in  the  Assurance  were  “any  pyrites,”  the  qualification 
“containing  copper”  here  being  exj)ressly  omitted.  In  referring  to 
this  dispute  in  the  note  of  January  12  the  correct  British  technical 
terms  “cupreous  or  non-cupreous  pyrites”  were  used.  It  was  further 
stated  that  “the  explanations  offered  by  the  Norwegian  Govern- 
ment left  the  British  Government  in  no  doubt  that  the  action  taken 
by  the  Norwegian  authorities  was  due  to  a genuine  misapprehension 
of  the  real  purport  and  scope  of  the  obligations  undertaken  on  their 
behalf,”  and  that  the  British  Government  was  “far  from  inq)uting 
to  them  any  intentional  disregard  of  these  obligations.”  If,  there- 
fore, the  export  of  pyrites  to  Germany  was  stopped  until  the  equiva- 
lent for  3,000  tons  of  copper  had  been  exported  to  Great  Britain, 
the  British  Government  was  willing  to  consider  this  “as  settling  the 
jn-esent  controversy.”  The  British  Government,  on  their  part,  would 
then  be  ready  to  abandon  the  “exceptional  restrictions  which  had 
recently  been  placed  on  the  export  of  coal  to  Norway.” 

The  note  also  hinted  at  a number  of  minor  controversies.  About 
them  negotiations  were  opened  at  Christiania,  and  solutions  were 
soon  found  in  most  cases.  In  the  case  of  the  copper  question  itself, 
the  Norwegian  Government  tried  to  make  a compromise,  which  IMin- 
ister  Vogt,  in  a telegram  of  January  24,  was  instructed  to  suggest 
to  the  British  Foreign  Office,  and  which  was  formally  forwarded  in 
a note  of  February  1.  It  stated  that  the  Government,  in  principle, 
would  accept  the  British  conception  of  the  “first  call,”  provided 
Great  Britain  on  its  part  would  make  no  objection,  as  an  exception 
to  the  general  rule,  to  the  export  of  40,000  tons  of  pyrites  annually 
to  Germany.  It  was  mentioned  that  this  quantity  would  be  procured 
exclusively  from  the  Stordo  Mines,  where  production  was  being 
carried  on  with  the  help  of  German  supplies. 

On  February  9,  however.  Minister  Vogt  had  to  cable  that  the 
Norwegian  jiroposal  would  be  rejected,  a fact  which  already,  in 
January,  he  had  given  warning  of.  Neither  would  arbitration  be 
accepted.  On  the  other  hand,  the  British  Government  might  be  will- 
ing to  lay  the  copper  controversy  before  two  jurists,  one  British  and 
one  Norwegian.  If  they  were  in  agreement  the  loser  should  give  way. 
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If  they  did  not  agree  no  harm  would  be  done.  On  the  following  day 
the  official  British  reply  was  delivered.  It  was  written  in  a very 
strained  tone.  In  substance  it  covered  the  communication  submitted 
by  Minister  Vogt. 

By  that  time  the  international  situation  had  changed.  The  Ger- 
mans had  begun  their  unrestricted  submarine  warfare.  It  would, 
then,  be  the  sheerest  folly  to  maintain  the  conflict  with  Great  Brit- 
ain. A Norwegian  withdrawal  in  the  case  of  the  Copper  Agree- 
ment was  essential.  Mr.  Ihlen  hesitated  no  longer.  On  February  10 
he  visited  the  German  Minister  and  informed  him  that  the  Nor- 
wegian Government,  on  account  of  the  coal  situation,  was  compelled 
to  consider  a comj)lete  stoppage  of  the  export  of  pyrites  to  Germany. 
According  to  the  records  in  the  archives  of  the  Foreign  Ministry 
there  was  no  comment  b}^  the  German  Minister. 

On  February'  14  Mr.  Ihlen  then  wired  to  ^Minister  Vogt  that  the 
Norwegian  Government  was  willing  to  stop  the  export  of  pyrites  to 
Germany  on  condition  that  the  prohibition  on  coal  be  immediately 
lifted.  The  Government  accepted  the  proposal  for  a juristic  deci- 
sion, interpreting  it  to  the  effect  that  the  export  of  pyrites  to  Ger- 
man}^ could  Ijegin  again  in  the  event  of  the  decision  being  in  favor 
of  Norway. 

The  following  day  Mr.  Ihlen  informed  the  German  Government 
that  the  Norwegian  Government  was  willing,  as  compensation  for 
the  suspended  exports,  to  grant  Germany  further  money  loans  and 
to  give  export  permits  for  large  quantities  of  hides  and  skins. 

I^ooking  back  upon  the  policy  followed  by  i\Ir.  Ihlen  in  the  cop- 
per controversy  it  is  not  difficult  to  perceive  his  line  of  action.  His 
object  was  to  keep  the  question  in  dispute  with  Great  Britain  pend- 
iiiff  as  loiifT  as  the  U-boat  conflict  with  Germany  was  in  being.  He 
was  undoubtedly  aware  that  sooner  or  later  he  would  be  obliged  to 
yield  to  the  British  demand  for  the  stoppage  of  the  export  of  py- 
rites to  Germany.  But  he  would  not  give  way  to  Great  Britain  until 
he  had  negotiated  the  commercial  agreement  with  Germany  and  had 
been  convinced  that  the  threats  in  connection  with  the  Submarine 
Ordinance  had  been  Anally  removed.  He  also  succeeded  in  having  the 
commercial  agreement  with  Germany,  of  January  24,  worded  in 
such  a way  that  it  would  be  difficult  for  the  Germans  to  raise  any 
formal  objection  to  a later  suspension  of  the  export  of  pyrites  when 
it  was  l)ased  on  the  Cop])cr  Agreement.  The  da}'  after,  IMr.  Ihlen 
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started  to  give  ground  in  the  case  of  Great  Britain,  requesting  Min- 
ister Vogt  to  sound  the  prospects  for  a final  compromise.  Then, 
when  the  proposed  alteration  in  the  Submarine  Ordinance  had  been 
accepted  by  Germany,  and  unrestricted  submarine  warfare  had  be- 
gun, the  time  had  arrived  when  he  considered  it  possible  to  give  way 
with  a good  conscience. 

On  February  17,  1917,  the  British  prohibition  on  the  export  of 
coal  was  abolished. 


CHAPTER  VII 

NORWEGIAN  SHIPPING  AND  THE  SUBMARINE  WAR 


In  tlie  post-war  period  we  have  become  accustomed  to  attack  the 
problem  of  tlie  enormous  rise  in  prices  during  the  World  War 
solely  from  the  monetary  angle.  We  point  to  inflation,  and  investi- 
gate the  correlation  between  the  increase  in  the  circulation  of  paper 
money  in  various  countries  and  the  rise  in  their  price  levels.  We 
record  the  obvious  interdependence  between  these  two  sets  of  devel- 
()])inents,  and  feel  convinced  that  in  this  manner  we  have  found  the 
full  explanation  of  the  phenomenon.  Hence  we  have  almost  forgot- 
ten that  one  of  the  chief  origins  of  the  abnormal  price  movements 
in  war-time  is  to  be  found  in  the  events  on  the  only  market  which  is 
wholly  international:  the  freight  market.  Hei’e  a number  of  causes 
cooperated  to  bring  about  a tremendous  rise  in  charges  even  before 
the  a})]jearance  of  the  new  paper  money : the  driving  of  Germany 
from  the  high  seas,  the  starting  of  the  great  transport  of  troops 
and  munitions,  the  fear  of  mines  and  U-boats  with  the  subsequent 
rise  in  insurance  premiums,  and  the  monopolizing  of  the  berths  in 
the  shij)building  yards  of  the  belligerents  by  their  naval  authorities, 
d’he  venerable  law  of  demand  and  supply  would  have  been  com- 
pletely wrong  if  all  these  circumstances  had  not  driven  freight  rates 
upward.  Rut  the  effects  did  not  fail  to  appear.  Early  in  the  fall  of 
1911  they  were  quite  conspicuous,  and  the  rise  in  freights  continued 
incessantly  during  more  than  18  months.  While  the  rate  for  monthly 
time-charter  in  January,  1911,  varied  between  3 shillings  and  4/6d 
for  the  more  ordinary  routes,  in  the  fall  of  1915  it  had  risen  to  18 
shillings — and  by  the  end  of  the  year  to  27.  In  IMay,  1916,  the  rate  on 
coal  between  the  T3me  and  Havre  was  33,  and  between  South  Wales 
and  Rouen  41  ])cr  ton.  Two  3’ears  before,  the  freights  paid  in  the 
same  trade  were  about  one-tenth  of  the  figures  above. 

For  two  reasons  the  tremendous  rise  in  freights  was  especially 
felt  in  Norway.  First,  Norway  imports  a comparatively  large  per- 
centage of  her  necessaries,  so  that  the  imported  goods  weigh  heavily 
in  fixing  the  Norwegian  price  level.  The  rise  in  freights,  therefore, 
meant  that  much  greater  demands  were  made  on  the  commercial 
hanks,  wliich  were  obliged  considerahlv  to  extend  their  grants  of 
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credit  in  order  to  finance  the  normal  imports.  If  the  inflation  had  not 
been  gradual  this  extension  of  credit  could  hardly  have  taken  place 
without  a simultaneous  contraction  of  the  loans  to  Norwegian  in- 
dustries, a circumstance  which  at  that  time  might  have  had  unfor- 
tunate consequences.  This  fact  is  invariably  overlooked  by  those 
who  refuse  even  to  understand  how  the  inflation  could  have  arisen. 

Second,  j)opulation  for  ])opulation,  Norway  has  the  largest  mer- 
cantile fleet  in  the  world.  In  1914  it  amounted  to  1.031  tons  j)er 
inhabitant,  while  the  British  mercantile  fleet  was  .41^2  tons  and  the 
American  .053.  Also,  Norway  must  in  an  absolute  sense,  be  reckoned 
as  a great  power  on  the  seas.  xVccording  to  Lloyd’s  Register  for 
1914  the  country  had  a mercantile  fleet  of  2,559,000  gross  tons  and 
stood  next  after  Great  Britain,  Germany,  and  the  United  States. 
For  this  reason  alone  high  freight  rates  meant  more  to  Norway  than 
to  any  other  country  in  the  world.  But,  in  addition  to  this,  the  dis- 
position of  the  Norwegian  mercantile  fleet  was  especially  favorable 
for  profiting  by  such  high  rates.  Norway’s  tonnage  at  the  outbreak 
of  the  War  was  engaged  principally  in  tramp  traffic.  A goodly  num- 
ber of  ships  were,  it  is  true,  time-chartered  for  lengthy  periods,  but 
the  old  charter  parties  were  gradually  expiring,  and  the  ships  were 
becoming  available  for  new  engagements. 

One  of  the  sj)ecialties  of  Norwegian  shipowners  was  the  carrying 
of  coal  from  Great  Britain  to  France.  Illustrative  of  the  role  the 
Norwegian  ships  here  played  is  a statement  made  by  the  President 
of  the  British  Board  of  Trade,  Mr.  Runciman,  in  the  House  of  Com- 
mons. He  pointed  out  that  in  January  and  February,  1916,  the 
following  ships  loaded  coal  at  Cardiff:  3 Japanese,  4 Uruguayan, 
4 Portuguese,  9 Russian,  11  Dutch,  14  Belgian,  21  Danish,  36 
Swedish,  40  Greek,  45  Italian,  61  Spanish,  120  British,  124  French, 
and  242  Norwegian.  According  to  the  Morgenhladct  of  June  4, 
1916,  there  were  at  that  time  about  150  Norwegian  ships  in  the  regu- 
lar coal  trade  between  Great  Britain  and  France;  they  totaled  ap- 
])roximately  150,000  gross  tons,  and  re})resented  an  insurance  value 
of  some  kr.  100,000,000,  as  calculated  by  the  standards  of  Norwegian 
war  insurance. 

'Phe  Norwegian  owners  had,  naturally,  greatly  increased  their 
rates,  and  they  did  not  think  there  was  any  possibility  of  a reaction 
so  long  as  the  War  lasted.  They  felt  quite  sure  that  there  could  be 
no  possibility  of  enforcing  a system  of  maximum  rates  in  the  inter- 
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national  freight  market.  They,  therefore,  took  very  little  notice  of 
the  agitation  started  by  the  Chamber  of  Commerce  at  Cardiff  in 
January,  1916,  which  had  as  its  aim  the  demand  that  the  Government 
should  refuse  neutral  ships  bunker  coal  unless  they  held  to  maximum 
rates  to  be  fixed  by  the  British  authorities.  To  them,  therefore,  it 
came  like  a bolt  from  the  blue  when  the  Times  on  May  13,  1916, 
announced  that  an  agreement  had  been  made  between  the  British 
and  French  governments  covering  maximum  rates  in  the  coal  trade, 
and  that  neutral  ships  would  have  to  accept  them  if  they  wanted 
bunker  coal.  Officially  the  maximum  rates  were  published  on  May 
25,  1916.  In  comparison  with  current  freights  the  new  figures  meant 
a very  considerable  reduction, — between  the  East  Coast  and  Chan- 
nel ])orts,  for  instance,  from  33  shillings  to  25/6d  per  ton  and  be- 
tween South  Wales  and  Rouen  from  41  to  27/6d. 

The  Norwegian  owners  preferred,  to  a great  extent,  to  la}'  up 
their  ships  rather  than  give  way.  The  Norwegian  Vice-Consul  in 
Cardiff  rejmrted  on  July  14  that  “only  a small  number  of  Norwe- 
gian ships  had  agreed  to  the  maximum  rates.” 

In  the  meantime  the  Norges  Rederforbund,  the  “Norwegian  Ship- 
owners’ Association,”  had  sent  a delegation  to  London  to  approach 
the  British  authorities  regarding  their  attitude  toward  maximum 
rates.  The  delegation  consisted  of  the  shipovTiers  IMessrs.  Thos. 
Fearnley,  Jr.,  and  Westfal  I.arsen,  and  director  W.  Klaveness.  They 
succeeded  in  making  an  arrangement  on  a time-charter  basis  for  the 
Norwegian  shi])s,  which  meant  an  addition  to  the  fixed  maximum 
freights.  The  Norwegian  coal  boats  thus  obtained  somewhat  better 
conditions  than  those  fixed  by  the  Ordinance  of  Mav  25.  But  the  un- 
limited rise  of  freights  in  the  coal  trade  had  come  to  an  end.  Here 
again  the  W ar  made  it  clear  that  power  is  also  to  be  considered  as 
one  of  the  fundamental  factors  in  the  economic  sphere. 

I'lven  before  the  agitation  for  maximum  freights  in  the  coal  trade 
had  resulted  in  anything,  a British  declaration,  already  made,  put 
another  unex])ccted  restriction  on  neutral  shipping.  It  stipulated 
tliat  after  April  25,  1916,  ships  lying  in  British  ports  should  not  be 
allowed  to  bunker  uidess  return  freights  to  Great  Britain  were  guar- 
anteed. Now  to  arrange  for  return  freights  at  short  notice  was  no 
easv  tiisk  under  the  war  conditions  governing  telegraphs  and  mails 
Ihen  prevailing.  The  effect  of  this  condition  was,  therefore,  that  one 
slii})  after  another  was  subjected  to  conn)ulsoi’y  delays  in  British 
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ports.  Danish  owners  then  offered  to  allow  their  vessels  to  do  an 
extra  voyage  with  coal  between  Great  Britain  and  France  instead 
of  giving  a guarantee  for  return  freight.  In  the  course  of  IMay, 
1916,  this  system  was  introduced;  later  it  was  continually  made  use 
of.  Owners  who  did  not  want  to  let  their  ships  undertake  a so-called 
“obligatory  voyage”  had  to  keep  a keen  look-out  to  secure  suitable 
return  freight.  The  Norwegian  exporters  availed  themselves  of  this, 
and  the  result  was  that  the  out-going  rates  from  Norway  were  held 
down  while  the  homeward  rates  rose  still  further. 

The  developments  on  the  freight  market  in  the  second  half  of 
1916  were,  on  the  whole,  peculiar.  Not  a few  rates  were  on  the  de- 
cline. Within  many  shipping  circles  the  current  opinion  was  that  the 
peak  of  the  freight  market  had  already  been  passed. 

In  the  fall  of  1916  submarine  attacks,  however,  again  became 
more  frequent,  and  the  Norwegian  mercantile  marine  in  that  half 
year  suffered  severe  losses.  Toward  the  end  of  1916  it  became  evi- 
dent that  the  Germans  now  had  a much  larger  number  of  submarines 
than  before.  Hence  it  was  only  to  be  expected  that  the  submarine 
war  soon  would  create  a scarcity  of  tonnage  whicb,  in  spite  of  all 
counter  measures,  would  force  freights  up  to  unheard  of  heights. 
Rumors  were  also  affoat  in  December,  1916,  that  the  Germans  were 
pre})aring  to  wage  intensified  submarine  warfare  in  some  form  or 
other.  In  telegrams  of  December  14<,  1916,  and  January  19,  1917, 
the  Norwegian  Minister  in  Berlin,  Mr.  von  Ditten,  indicated  that 
new  and  far-reaching  measures  might  be  expected. 

But  even  those  who  were  most  prepared  received  a shock  on  the 
publishing  of  the  German  note  of  January  31,  which  instituted  the 
so-called  “unrestricted  submarine  warfare”  by  declaring  that  every 
ship  in  the  seas  adjacent  to  Great  Britain,  France,  and  Ital^q  would 
be  attacked  “with  all  weapons.” 

Mr.  Ihlen  at  once  asked  the  German  IMinister  if  it  was  the  inten- 
tion that  vessels  coming  within  the  closed  areas  should  be  sunk  with- 
out warning,  to  which  JMr.  Michahelles  replied : “One  must  be  pre- 
pared for  that.  Every  vessel  coming  within  the  blockaded  area  is 
looked  upon  as  hostile,  and  there  exists,  then,  no  obligation  to  give 
warning.” 

Identical  notes  of  protest  were  forwarded  to  Germany  and  Aus- 
tria on  l*’ebruary  13  by  the  three  northern  powers. 

The  o})enly  expressed  object  of  the  German  declaration  was  not 
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only  to  strike  at  Great  Britain  but  also  at  neutral  trade,  which  under 
the  circumstances  was  principally  of  benefit  to  the  enemies  of  Ger- 
many; and  the  Germans  had,  no  doubt,  hoped  that  the  threats  of 
January  31  would  completely  paralyze  the  courage  of  both  Norwe- 
gian shipowners  and  sailors.  But  our  sea-faring  people  took  it  very 
coolly.  They  expressed  the  opinion  that  the  Germans  had  made  the 
forbidden  areas  so  extensive  that  it  would  be  impossible  for  them  to 
make  the  blockade  effective. 

The  comj^anies  which  had  liners  running  on  fixed  routes  had, 
however,  every  reason  for  anxiety.  The  Bergenske  Dampskibssel- 
skap  decided,  on  February  1,  to  suspend  sailings  between  Bergen 
and  Newcastle  which,  since  the  beginning  of  the  War,  had  been  the 
quickest  and  safest  route  for  passengers  and  mail  between  Russia 
and  Great  Britain.  To  suspend  passenger  and  freight  sailings  be- 
tween Norway  and  the  United  States,  on  the  other  hand,  was  out  of 
the  question.  Den  Norske  Amerikalinje,  therefore,  requested  their 
agent  in  London  immediately  to  make  urgent  applications  to  the 
British  authorities,  in  any  case,  to  exenq^t  their  passenger  steamers, 
from  having  to  call  at  Kirkwall  for  visit  and  search.  As  an  alternative 
j)ort  of  call  the  company  suggested  Halifax  in  Canada.  But  on  Feb- 
ruary 4 the  British  Government  gave  notice  that  it  was  still  neces- 
sary to  call  at  Kirkwall.  The  company  then  held  its  large  passenger 
steamer,  the  Kristianinfjord,  in  Bergen. 

Tlie  owners  of  tramp  steamers  were  in  another  position.  They 
had  no  passengers  to  think  about.  Their  captains  and  crews  were 
alreadv  growing  accustomed  to  submarine  dangers.  To  them  only 
the  losses  suffered  by  their  mutual  insurance  company,  the  Krigs- 
forsikringen,  really  counted.  Hence  they  were  inclined  to  let  their 
ships  sail,  notwitlistanding  the  new  dangers.  Tlie  board  of  directors 
of  tlie  Krigsforsikringen  took  the  same  view  and  decided,  tempo- 
rarily, not  to  raise  their  premiums.  Minister  Findlay,  therefore, 
found  himself  called  upon,  on  February  3,  to  address  a letter  to  the 
Norwegian  IMinister  for  Foreign  Affairs,  expressing  his  apprecia- 
tion of  the  “calm  and  dignified  attitude”  taken  by  the  Krigsforsi- 
krin<ren  and  similar  institutions. 

I'he  British  Government  was,  however,  afraid  that  the  Norwegian 
owners  would  draw  back  if  the  losses  became  too  large.  On  February 
3 the  IMinister  of  Blockade,  I.,ord  Robert  Cecil,  suggested  to  IMinis- 
ter  Vogt  that  his  Government  might  be  willing  to  purchase  the 
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greater  part  of  the  Norwegian  tonnage.  Connnander  Fisher  stipu- 
lated somewhat  later  that  such  purchases  must  be  made  on  the  as- 
sumption that  the  Norwegian  owners  retained  the  right  to  repur- 
chase ships  still  available  after  the  War.  He  suggested  a price  of 
£30  per  ton. 

If,  moreover,  these  ap})oaches  were  not  made  to  the  above- 
mentioned  Shipowners’  Association,  hut  to  the  Norwegian  IMinister 
in  London,  the  reason  was  that  such  purchases  had  to  be  sanctioned 
by  the  Norwegian  Government.  In  order  to  safeguard  the  mercan- 
tile fleet  the  Government  had,  namely,  on  December  3,  1915,  enacted 
an  Emergency  I^aw  making  the  sale  of  vessels  to  foreign  countries 
conditional  upon  government  approval,  and  this  had  been  repeated 
in  a law  of  July  21,  1916. 

d’here  were  strong  arguments  to  induce  the  Norwegian  Govern- 
ment to  accept  Lord  Robert’s  suggestion.  As  a matter  of  fact,  events 
had  proved  that  the  j)ercentage  of  losses  during  the  submarine  war- 
fare was  lower  on  armed  than  on  unarmed  mercantile  vessels.  Should 
the  German  blockade  become  more  effective  it  seemed  to  be  both  in 
British  and  Norwegian  interests  to  transfer  vessels  to  the  British 
hag,  so  that  they  were  no  longer  defenseless.  If  the  transfer  did  not 
take  place  it  was,  besides,  not  improbable  that  the  British  would 
make  use  of  their  right  of  angaria  to  requisition  Norwegian  ships. 

On  the  other  hand,  Norway,  through  the  sale  of  large  quantities 
of  tonnage  would  he  yielding  up  her  most  powerful  resources  and 
her  most  valuable  object  of  compensation.  The  Norwegian  ship- 
owners and  sailors  would  he  put  out  of  the  game.  The  Norwegian 
hag  would  disappear  from  the  seas.  In  return  the  Norwegian  ship- 
owners and  shareholders  would  receive  money  or  claims  to  receive 
money.  But  no  one  knew  what  such  claims  would  later  be  worth. 
Neither  was  it  possible  to  know  how  valid  the  right  of  repurchase 
woidd  ])rove  to  be. 

In  addition  there  were  the  political  considerations  of  the  moment. 
Should  a largo  part  of  the  mercantile  heet  he  sold  to  Great  Britain 
this  might  easily  be  looked  upon  by  Germany  as  an  unneutral  act. 
If  it  were  carried  through,  Norway  risked,  in  the  hrst  place,  giving 
up  her  mercantile  ships  to  have  them  armed  and,  in  that  way,  be- 
come implicated  in  the  War  herself ; she  would  then  have  the  right 
to  arm  her  own  shi})s,  hut  at  a time  when  the  right  had  lost  its 
value,  for  they  would  no  longer  be  sailing  under  the  Norwegian  flag. 


352 


NORWAY  AND  THE  WORLD  WAR 


The  plan  for  tlie  sale  of  tonnage  was  strongly  opposed  by  the 
outstanding  shipowner  Mr.  Johan  Ludwig  Mowinckel,  who  at  that 
time  was  I’resident  of  the  Storthing.  The  matter  was  discussed  at  a 
meeting  between  the  Government  and  the  Committee  for  Foreign 
Affairs  of  the  Storthing.  After  that  meeting  Mr.  Ihlen  cabled  to 
IMinister  Vogt  that  the  Government  would  not  make  any  concessions 
concerning  the  suggested  sale  of  ships  and  even  preferred  British 
requisitions  to  extensive  sales. 

The  British  plans  for  purchases  on  a large  scale  became  known  in 
(Termany.  On  February  9 the  German  Minister  stated  to  IMr.  Ihlen 
that  if  a large  sale  of  Norwegian  ships  to  Germany’s  enemies  took 
place, — for  instance,  if  vessels  were  sold  by  the  dozen, — Germany 
would  consider  this  an  unneutral  act. 

However,  the  purchase  plans  were  soon  abandoned  by  Great  Brit- 
ain, for  it  was  not  long  until  trading  between  Norway  and  England 
was  again  in  full  swing.  Between  February  18  and  IMarch  8 fifty- 
three  ships  sailed  from  Norway  to  Great  Britain.  By  March  16  a 
corresponding  number  had  arrived.  Later  in  IMarch,  trade  became 
even  more  active.  After  the  establishing  of  Halifax  as  the  port  of 
visit  and  search  for  the  Atlantic  routes  trade  between  Norway  and 
America  also  got  under  way  again. 

But  the  spring  of  1917  was  a black  one  for  Norwegian  ships.  The 
total  of  sinkings  as  given  by  Mr.  J.  A.  Salter  in  his  treatise  in  this 
series  was  590,545  tons  in  IMarch.  The  Norwegian  loss  in  that  month 
was  106,111  tons.  For  the  sake  of  comparison  it  may  be  mentioned 
that  in  the  same  month  France  lost  only  40,836  tons  and  the  United 
States  20,886.  The  month  of  April  was  not  much  better  for  Nor- 
way; her  loss  was  then  102,312  tons.  The  percentage  showing  in 
April  was,  however,  not  so  unfavorable,  the  total  loss  for  all  coun- 
tries being  866,610  tons,  the  record  for  a single  month. 

I'or  the  Norwegian  War  Insurance  Company,  the  Krigsforsikrin- 
gen,  these  two  months  meant  something  like  catastrophe.  At  the 
close  of  the  year  1916  the  finances  of  this  institution  about  balanced. 
At  the  end  of  IMarch,  1917,  it  had  a deficit  of  kr.  90,000,000,  and  on 
A])i’il  28  of  118,000,000.  The  losses  were  greatest  in  the  North  Sea 
and  in  business  which  was  not  reinsured.  By  IMarch  17  the  Krigs- 
forsikringen  found  it  necessary  to  make  application  to  the  ^Ministry 
of  Commerce  for  an  amendment  to  the  law,  whereby  the  board  of  the 
institution  might,  if  necessary,  be  allowed  to  claim  from  their  j)olicy 
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holders  })ayments  on  account  sufficient  to  cover  the  whole  of  the  ex- 
isting deficit.  This  was  granted  by  a law  of  May  14. 

Also  for  the  Varekrig  Company  tlie  unlimited  U-boat  campaign 
meant  great  and  serious  disturbances.  This  company  had  a surj)lus 
on  December  31,  1916.  Since  February,  1916,  it  had  been  allowed  to 
place  insurance  up  to  kr.  1,600,000  per  ship.  For  the  State  this 
would  be  equivalent  to  a maximum  of  kr.  640,000 ; and,  in  addition, 
the  State  had  otherwise  covered  a ])art  of  its  own  risks  by  reinsurance. 
After  the  beginning  of  unrestricted  submarine  warfare  the  Vare- 
krig Company  received  notices  of  withdrawal  from  a number  of  its 
reinsurers.  Rut  the  managing  director,  Mr.  Frik  Faru}),  did  not 
lose  his  courage.  He  decided  to  attempt  a partial  reorganization  on 
quite  a new  basis.  He  divided  the  risks  to  be  reinsured  into  a certain 
number  of  shares.  Then  he  called  on  the  different  import  and  export 
houses  and  asked  them  to  subscribe.  He  succeeded  in  getting  700 
shareholders,  who  took  over  40  per  cent  in  all.  Then  he  obtained 
legal  })ermission  to  increase  the  maximum  insurance  per  ship  to  kr. 
5,000,000.  After  this  reorganization  the  Varekrig  was  again  in  a 
position  to  meet  the  demand  for  war  insurance  for  both  import  and 
export  goods. 

It  was,  however,  not  only  in  the  insurance  world  that  the  tremen- 
dous losses  of  the  Norwegian  mercantile  marine  in  March,  1917, 
caused  alarm.  Anxiety  over  the  future  of  the  U-boat  campaign 
seized  the  whole  population.  Ever  increasing  circles  called  for  the 
arming  of  all  Norwegian  merchantmen. 

Feeling  in  the  country  became  still  more  agitated  as  news  came 
of  more  tor])edoings  that  had  meant  loss  of  life.  On  March  1 the 
Gurre  of  Rergen  was  torpedoed  near  the  Shetland  Islands.  Twenty 
men  perished.  The  following  day  the  sailing  ship  Hermes  of  Lille- 
sand  and  the  steamer  Edvard  Grieg  of  Rergen  were  sunk  in  the 
North  Sea,  twenty-.seven  lives  being  lost.  On  March  10  the  collier 
Algol  of  Rergen  was  sunk,  also  in  the  North  Sea,  with  a loss  of  eight- 
een lives. 

'Phe  Government,  which  still  sought  to  keep  the  counti-y  out  of 
war,  was  daily  placed  in  a more  difficult  position.  Then,  on  the  ini- 
tiative of  jMr.  Gunnar  Knudsen,  negotiations  were  entered  into  with 
the  Rritish  I.egation  at  Christiania  with  the  purpose  of  finding  a 
means  of  protecting  Norwegian  merchant  ships  without  abandoning 
neutrality.  The  negotiators  soon  fixed  their  attention  on  the  idea  of 
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an  exchange  of  tonnage.  The  British  Government  had,  of  course, 
use  for  ships  in  all  waters,  even  in  places  where  the  danger  from  the 
German  U-boats  was  comparatively  insignificant.  It  would,  then, 
be  advantageous  to  both  parties  if  Norway’s  unarmed  ships  were 
sent  to  these  distant  waters,  and  the  North  Sea  traffic,  in  return,  was 
taken  over  by  armed  British  vessels. 

'I’lie  more  detailed  negotiations  for  the  working  out  of  this  plan 
were  left  by  the  Norwegian  Government  to  the  Norges  Rederforbund 
and  the  Director  of  the  Food  Board,  Mr.  Pedersen.  This  meant  a 
return  to  the  same  procedure  which  had  been  followed  in  the  nego- 
tiation of  the  branch  agreements.  The  Government  did  not  want  to 
open  up  all  these  intricate  questions  of  international  law,  which 
might  be  connected  with  an  agreement  of  this  nature,  if  the  Norwe- 
gian Government  were  a party  to  it:  and  experiences  gained  from 
the  Fish  and  Copper  Agreements  did  not  seem  to  make  it  advisable 
for  the  Government  itself  to  conclude  agreements  with  Great  Britain. 

It  developed,  however,  that  neither  the  Government  nor  the  Na- 
tional Assembly  could  be  kept  quite  out  of  the  affair.  In  reality,  a 
new  law  was  required  to  ])rocure  a legal  basis  for  the  arrangement, 
d'he  matter  was  dealt  with  in  the  Storthing,  behind  closed  doors, 
on  June  5 ; and  on  June  12  the  royal  sanction  was  given  to  the  “Law 
Prohibiting  the  Chartering  of  Norwegian  Vessels  in  Certain  Cases.” 
The  law  was  worded  thus : 

Section  1.  The  King,  or  whomsoever  he  authorizes,  may  prohibit  the 
concluding  or  renewal  of  freight  contracts  for  Norwegian 
ships. 

2.  Each  future  agreement  securing  the  right  for  the  charterer 
to  renew  a charter  party  or  close  a new  charter  is  null  and 
void. 

3.  The  King,  or  whomsoever  he  authorizes,  shall  make  the  pro- 
visions for  the  carrying  out  of  this  law,  also  provisions 
for  the  eventual  notification  of  concluded  and  prospective 
freight  contracts  or  renewals  of  such. 

4.  A breach  of  this  law  or  of  provisions  made  in  conformity 
with  this  law,  shall  be  punished  by  fines  up  to  kr.  500,000 
or  by  imprisonment  up  to  (5  months,  or  by  both. 

5.  J'his  law  comes  into  force  immediately. 

By  Royal  Ordinance  of  the  same  day  the  Norges  Rederforbund 
was  deputed  to  exercise  the  ])ower  of  decisions  prescribed  in  the 
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law.  Tlie  acting  owners  of  ships  under  Norwegian  registry  were  in- 
structed to  give  the  Norges  llederforhund  definite  and  cabled  notice 
of  each  prospective  freight  contract  or  renewal,  with  the  exception 
of  charters  between  Norwegian  ports  or  from  foreign  ports  to  Nor- 
way. The  notice  to  he  given  was  fixed  at  seventy-two  hours.  It  was 
further  })rescribed:  that  “the  Norges  Rederforbund  should,  within 
the  time  at  its  disposal,  prohibit  the  closing  or  renewal  of  freight 
contracts,  where  this  might  seem  advisable.” 

The  transference  of  Norwegian  ships  to  the  British  flag  was  car- 
ried out  according  to  the  following  princi})les: 

The  recpiisitions  did  not  affect  ships  which  were  necessary  for 
Norwegian  supplies,  or  which  were  especially  built  for  the  trade 
they  were  engaged  in,  or  which  maintained  or  were  destined  for 
regular  services.  First  of  all,  the  Norwegian  ships  in  the  North  Sea 
traffic  were  requisitioned;  they  were  exchanged  for  English  vessels, 
ship  for  ship.  The  individual  shipowners  also  had  leave  to  time- 
charter their  vessels  to  the  agents  of  the  British  Government,  Messrs. 
Furness,  Withy  & Co.,  if  they  preferred  to  do  so.  Before  the  trans- 
fer to  Britain  an  inspection  was  made  b}^  a Norwegian  and  a British 
surveyor.  The  officers  and  crew  were  to  have  the  option  of  remaining 
with  the  ship;  but  in  the  case  of  a number  of  vessels  the  Norwegian 
crew  preferred  to  leave,  in  most  cases  because  of  discontent  with  the 
lower  British  wages.  The  insurance  was  covered  in  England.  For  the 
requisitioned  shi[)s  freight  was  fixed  at  35  shillings  per  ton,  free  of 
duty  and  ex})enses,  with  10  extra  for  special  ships.  The  Norges 
Rederforbund  demanded  that  small  vessels  should  receive  an  addi- 
tion to  the  above  rates.  This  was  also  granted.  For  the  ships  which 
were  time-chartered  to  Messrs.  Furness,  Withy  & Co.,  the  rates  were 
fixed  according  to  the  dead-weight  tonnage.  Ships  under  500  tons 
D.W.  received  58  shillings  ])er  month;  ships  between  500  and  1,000 
tons  D.W.  51;  ships  between  4,000  and  6,000  tons  43/6d;  and  ships 
over  6,000,  41/6d.  War  insurance  premiums  were  covered  by  the 
charterer. 

d'he  above  arrangement  was  not  set  down  in  any  formal  contract. 
It  was  arrived  at  through  letters  exchanged  between  the  British 
I.egation  and  the  Rederforbund.  This  was,  undoubtedly,  to  avoid 
delay,  inasmuch  as  both  parties  feared  that  the  formulation  of  cer- 
tain clauses  might  mean  lengthy  negotiations.  In  reality,  the  new 


356 


NORWAY  AND  THE  WORLD  WAR 


arrangement  was  put  into  effect  gradually  and  even  before  all  points 
had  been  settled. 

It  is  very  difficult  to  find  any  characteristics  which,  in  a satisfac- 
tory way,  illustrate  the  nature  of  the  Tonnage  Agreement.  It  was 
concluded  between  the  Kederforhund  on  the  one  hand,  and  the  Brit- 
ish Government,  through  the  Legation  in  Christiania,  on  the  other. 
It  might  even  he  called  a branch  agreement  because  in  some  respects 
it  was  similar  to  these  curious  private  treaties.  But  the  Rederfor- 
hund  was  in  a somewhat  different  position  from  the  importers’  or- 
ganizations, in  so  far  as  they  made  contracts  with  the  British  Gov- 
ernment saying  how  they  should  administer  an  authority  laid  upon 
them  by  Norwegian  law,  and  inasmuch  as  the  agreement  formed  a 
j)art  of  a wider  arrangement  between  the  two  governments.  Hence 
the  Norwegian  Government  considered  itself  quite  hound  by  the 
Tonnage  Agreement,  even  though  it  was  not  formally  a partjr  to  it. 

From  an  economic  point  of  view  the  Tonnage  xVgreement,  to  a 
certain  extent,  can  he  paralleled  by  the  collective  bargains  that  are 
made  by  employers  and  employees.  The  Norges  Rederforbund,  as  a 
matter  of  fact,  made  a contract  with  the  British  Government  cover- 
ing economic  conditions  and  the  compensation  members  should  ob- 
tain for  their  contributions.  Only  it  was  not  a case  of  hired  work  but 
of  hired  tonnage.  The  Rederforbund  had  no  power  to  force  its  mem- 
bers to  acce])t  the  offered  terms.  The  British  Government,  on  the 
other  hand,  had  such  power.  They  had  control  of  the  coal  and  they 
coidd  also  avail  themselves  of  the  right  of  angaria  to  requisition 
shi})s  in  cases  where  shipowners  refused.  The  only  course  which 
seemed  to  be  o})en  to  owners  who  would  not  accept  the  arrangement 
was  to  lay  up  their  ships  in  Norway.  However,  this  possibility  the 
British  Government  had  been  alive  to  during  the  negotiations.  It 
had,  therefore,  obtained  a private  ]jromise  from  the  Norwegian  Gov- 
ernment that  this  emergency  exit  should  be  closed,  and  so  it  was.  In 
Section  ^ of  the  law  of  July  18,  1917,  it  was  resolved  that  the  King, 
or  anyone  authorized  by  him,  should  have  the  power  to  forbid  Nor- 
wegian shij)owners  to  lay  up  their  ships  or  to  allow  them  to  remain 
laid  uj). 

From  the  view])oint  of  national  econoni}'  the  great  benefit  to 
Norway  by  tbe  'Fonnage  Agreement  was  that  the  ships  were  requisi- 
tioned not  as  ])roperty  but  merely  for  use.  When  the  War  was  over 
they  were  to  be  restored  to  their  Norwegian  owners  in  the  same  con- 
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clition  as  when  they  were  taken  over.  British  and  Norwegian  survey- 
ors were  jointly  to  inspect  them  when  redelivered  to  the  Norwegian 
flag.  In  a number  of  cases  even  a formal  requisition  was  avoided,  the 
transfer  to  a foreign  flag  being  effected  by  the  closing  of  a quite 
ordinary  time-charter  contract.  It  may  safely  be  said  that  of  the 
various  trade  agreements  which  were  made  during  the  War  the 
Tonnage  Agreement  was  the  one  which  was  most  to  the  benefit  of  the 
national  interests  of  Norway. 

The  Tonnage  Agreement,  however,  had  a German  sequel.  In  an 
ordinance  issued  by  General  Headquarters  on  xVpril  24,  1918, 
it  was,  namely,  ])rescribed  that  a neutral  ship  should  be  looked  upon 
as  being  engaged  in  enemy  war  transport  if  the  country  to  which  the 
ship  belonged  had  closed  a contract  with  an  enemy  country  for  a 
contribution  of  tonnage  or  had  the  greater  part  of  its  mercantile 
marine  in  enemy  service.  And,  in  view  of  the  Tonnage  Agreement,  it 
must  be  said  that  Norwegian  ships  came  under  this  head.  The  deci- 
sion of  A])ril  24,  1918,  was  in  line  with  a previous  German  ordinance 
of  July  16,  1917,  which  said  that  German  war  vessels  could  halt  ships 
chartered  for  enemy  account  or  serving  enemy  interest. 

This  new  intensification  of  submarine  warfare  against  Norwegian 
merchant  vessels  had  the  same  psychological  effect  on  Norwegian 
shipowners  as  the  declaration  of  January  31,  1917.  The  owners  of 
tramp  steamers  took  the  matter  coolly.  Line  owners,  on  the  contrar}", 
became  anxious,  and  on  the  initiative  of  Den  Norske  Amerikalinje 
the  Rederforbund  ap{)roached  Berlin  with  the  object  of  obtaining 
German  letters  of  protection  for  Norwegian  vessels  not  sailing  in 
Allied  interests.  When  this  step  was  taken  the  German  system  of  let- 
ters of  protection  was  nearly  six  months  old  and  was  in  practice  in 
the  case  of  other  neutral  countries,  while  up  to  May  10,  1918,  no 
Norwegian  owner  had  asked  for  such  a safeguard. 

The  negotiations  in  Berlin  resulted  in  an  agreement  between  the 
Norges  Rederforbund  and  the  German  Government;  a declaration 
that  the  Norwegian  Government  was  in  agreement  with  it  was  in- 
serted. The  Rederforbund  pledged  itself  to  see  that  the  321,000  tons 
of  shipping  not  enq)loyed  in  Allied  interests  should  not,  later  on,  be 
used  for  the  benefit  of  the  Entente.  These  ships  had  the  right  to  ask 
for  German  letters  of  protection.  The  form  of  the  Norwegian  obli- 
gation was  rather  far-reaching.  In  reality,  however,  Norway  at  that 
time  was  keenly  interested  in  preventing  more  ships  from  being  trans- 
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ferrecl  to  Allied  traffic.  The  mercantile  marine  of  Norway  then  pos- 
sessed 135  ships,  of  316*, 407  gross  tons,  which  were  trading  in  distant 
waters;  115,  of  139,659  tons,  exchanged  for  Allied  tonnage  in  the 
North  Sea  trade;  and  336,  of  603,148  tons,  otherwise  in  service  for 
the  Allies.  Hence,  it  must  be  said  that  the  Norwegian  obligations, 
according  to  the  new  agreement,  were  quite  as  much  in  the  interest 
of  Norway  as  of  Germany. 

On  the  part  of  Great  Britain  no  serious  notice  was  taken  of  the 
agreement.  IMoreover,  it  was  not  to  be  of  importance  for  any  great 
length  of  time.  On  October  31,  1918,  the  German  Government  gave 
notice  that  neutral  ships  would  not  be  sunk,  and  thereafter  the  Nor- 
wegian merchant  marine  suffered  onl}'  a single  loss,  and  that,  pre- 
sumably, through  the  explosion  of  a mine. 

Simultaneously  with  the  settlement  of  the  Tonnage  Agreement 
an  arrangement  was  made  between  the  British  Government  and  the 
Director  of  the  Food  Board  for  the  importation  of  coal  into  Nor- 
way. This  “Coal  Agreement”  was  also  no  matter  of  documents.  It 
was  considered  as  having  been  embodied  in  the  correspondence  which 
had  been  exchanged ; and,  in  this  case  too,  the  agreement  was  put 
into  practice  before  the  terms  had  been  finally  settled.  In  the  course 
of  the  summer  of  1917  the  coal  trade  between  England  and  Norway 
was  taken  over  by  armed  British  vessels.  This  arrangement  proved 
to  be  very  effective  for  the  coal  supplies  to  Norwa}-.  But  exorbitant 
freights  had  to  be  paid, — up  to  £12  per  ton.  The  Norwegian  coal 
su])]dies  in  1917  thus  cost  over  kr.  210,00(),()00  for  about  1,000,000 
tons,  while  a supply  of  about  2,500,000  tons  in  1916  had  cost  less 
than  kr.  150,000,o6o. 

One  of  the  ])rincipal  advantages  of  the  Coal  Agreement  was,  how- 
ever, that  after  August  1,  1917,  onl}’  a few  small  Norwegian  colliers 
were  torj)edoed. 

Of  the  Norwegian  ships  which,  on  the  basis  of  the  Tonnage  Agree- 
ment, were  requisitioned  by  Great  Britain,  in  all  thirty-four,  with  a 
gross  tonnage  of  about  50,000,  were  lost  in  the  War.  But  if  these 
losses  were  conq)aratively  small  this  fact  must  not  be  attributed  only 
to  the  greater  safety  bestowed  on  Norwegian  vessels  by  the  exchange 
of  tonnage.  After  A})ril,  1917,  the  sinkings,  in  general,  decreased 
considerably.  The  decisive  turning  point  was  the  adoption  of  the 
convoy  system. 

Even  in  the  early  days  of  the  War  the  idea  of  convoying  merchant 
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vessels  had  been  discussed,  hut  the  British  naval  authorities  had 
for  a long  time  put  it  aside.  They  were,  in  part,  afraid  of  a great 
catastrophe  in  the  event  of  a convoy  being  attacked;  and,  in  part, 
they  were  against  any  plan  which  tended  to  divide  the  navy’s  forces. 
From  the  end  of  1916  onward,  however,  Norwegian  ships  carrying 
ammonium  nitrate  were  convoyed  across  the  North  Sea;  and  in 
April,  1917,  the  situation  was  such  that  all  objections  to  a trial  of 
the  convoy  system  had  been  silenced;  for,  at  that  time,  the  subma- 
rine represented  the  greatest  danger  to  Great  Britain.  On  x\.])ril  23, 
1917,  ^Minister  Vogt  was  informed  that  all  ships  to  Norway  would 
be  convoyed.  They  were,  preferably,  to  collect  at  Lerwick  and  sail 
from  there. 

Light  cruisers  and  armed  trawlers  were  largely  used  as  patrol 
boats  for  the  convoyed  ships.  At  the  beginning  the  convoy  arrange- 
ments were  not  carried  out  very  systematically.  Norway  complained 
vigorously  about  the  Channel  convoys.  Here  it  happened  time  and 
again  that  the  faster  vessels  outsailed  the  others.  Thus  a number  of 
Norwegian  and  Greek  ships  were  left  behind,  and  so  exposed  to  great 
danger.  Later  on,  however,  complete  regulations  for  convoys  were 
issued,  which,  printed  in  Norwegian,  were  given  to  the  Norwegian 
captains,  and  convoy  maneuvering  was  made  a matter  of  drill  and 
practice. 

After  the  German  blockade  declaration  of  1915,  as  we  have  previ- 
ously said,  all  neutral  ships  had  been  marked  as  distinctly  as  pos- 
sible; the  name  of  the  ship  and  the  nationality  were  painted  in  huge 
letters  on  her  sides,  surrounded  by  the  colors  of  the  flag.  Now  all 
ships  were  painted  to  make  them  as  invisible  as  possible;  it  was  the 
time  of  camouflage. 

(ienerally  the  convoy  got  through  intact ; and,  while  the  system 
was  in  use,  only  one  heavy  casualty  occurred.  Early  in  the  morning 
of  October  17,  1917,  a convoy  consisting  of  twelve  merchant  vessels 
en  route  from  Bergen  to  Lerwick  was  attacked  by  two  German  cruis- 
ers 112  miles  west  of  the  Marsten  lighthouse.  There  were  five  Nor- 
wegian, two  Danish,  and  two  Swedish  ships  in  the  convoy.  The 
German  cruisers,  which  were  not  flying  their  national  flag,  and 
which  were  mistaken  for  British  up  to  the  very  moment  when  they 
o])ened  fire,  quickly  destroyed  the  patrol  boats  and  then  attacked 
the  merchant  vessels.  The  neutral  ships,  which  following  the  visit 
and  search  regulations  had  stopped  for  ins})ection,  were  sunk.  The 
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Germans  went  on  firing  even  while  the  crews  were  getting  into  the 
lifeboats,  and  no  attempt  to  save  them  was  made.  A British  patrol 
boat,  on  the  contrary,  which  had  come  up,  carried  out  extensive 
rescue  work  in  the  very  face  of  the  German  guns.  The  Norwegian 
Government,  on  this  occasion,  lodged  an  especially  sharp  note  of 
protest. 

The  German  U-boats  adopted  the  tactics,  in  the  case  of  convoys, 
of  turning  up  quite  near  the  coast  when  the  ships  were  collecting, 
or — after  a crossing — were  dispersing.  Toward  the  end  of  the  War 
it  happened,  not  infrequently,  that  they  appeared  just  outside  the 
Norwegian  ports.  In  1918,  therefore,  it  became  customary  for  cargo 
boats  engaged  in  coastal  traffic,  if  in  open  water,  to  be  convoyed  by 
Norwegian  war  vessels. 

In  the  course  of  the  convoy  system  the  losses  of  the  Norwegian 
mercantile  marine  decreased  gradually.  While  in  April,  1918,  they 
had  been  68  ships  of  102,312  gross  tons,  the  loss  in  the  month  of 
July  had  dropped  to  28  ships  of  47,079  tons.  But  when  the  losses 
began  to  be  less,  the  fleet  was  also  very  much  smaller.  In  1917  and 
1918  it  fell  to  610,000  tons.  All  in  all,  the  loss  suffered  in  the  War 
amounted  to  829  ships,  totaling  1,239,283  tons.  The  total  insurance 
was  over  kr.  903,000,000,  the  Krigsforsikringen’s  share  being  more 
than  kr.  705,000,000.  In  addition,  30  ships,  of  66,074  tons,  had 
suffered  damage.  Finally,  67  ships,  of  60,380  tons,  had  disappeared, 
while  22,  totaling  17,747  tons,  had  been  condemned.  The  war  loss 
of  Norway  was  49.3  per  cent  of  its  tonnage  in  1914.  Italy  alone 
lost  about  the  same  percentage,  namely,  46-9.  For  France  the  fig- 
ures were  39.2  per  cent,  and  for  Great  Britain  37.6  per  cent.  In 
absolute  figures  Great  Britain  alone  had  a greater  loss  of  tonnage 
than  Norway,  which,  as  a result  of  these  losses,  fell  from  the  fourth 
j)lace  in  world  tonnage  to  the  sixth. 

Of  Norwegian  sailors,  according  to  the  Shipping  Board’s  statis- 
tics, 1,162  perished  by  acts  of  war,  while  “a  large  number”  were 
wounded  in  the  course  of  attacks.  And  to  these  figures  must,  un- 
doubtedly, be  added  the  greater  j)art  of  the  crews  who  manned  the 
67  ships  which  disa})pearcd,  crews  who  represented  a loss  of  another 
943  men. 


CHAPTER  VIII 

THE  IMPORT  PROBLEMS  OF  1916-1918 


When  an  organization  ceases  to  produce  for  its  own  consumption 
only,  and  makes  the  transition  to  more  complicated  forms  of  eco- 
nomic life,  it  will  generally  gain  a much  richer  supply  of  goods,  but 
simultaneously  become  dependent  on  others.  The  maintenance  of 
its  economy  in  these  complicated  forms  will,  therefore,  be  conditioned 
on  its  possessing  the  power  to  obtain  the  necessary  supplies.  The 
function  of  money  in  the  world’s  econoni}^  is  that  of  affording  such  a 
power.  Everyone  who  has  money  will,  as  a rule,  be  able  to  buy  every 
kind  of  goods  from  abroad,  so  far  as  price  conditions  permit.  IMoney 
is  the  incorporated  general  ])urchasing  power. 

The  World  War  disclosed  anew  the  old  truth  that  this  power  of 
nionev  is  based  upon  customs  that  in  perilous  times  count  for  very 
little.  During  the  second  year  of  the  War  money  had,  generally 
s])eaking,  retained  its  international  purchasing  power.  The  question 
of  imports  was  principally  a price  problem.  But  in  the  third  year 
things  gradually  became  different.  Articles  of  import  could  no 
longer  be  bought  with  money  alone.  The  control  over  important 
goods  was  used  to  secure  other  benefits  than  high  prices.  IMoney  was 
still  used  as  a means  of  payment,  but  its  power  to  procure  what  was 
required  had  depreciated.  The  world  was  sliding  back  into  a system 
of  barter.  People  did  not  merely  inquire  about  the  ordinary  pur- 
chasing power  of  gold,  notes,  or  circulating  credit,  but  first  and 
foremost  about  the  bartering  or  compensating  power  of  each  indi- 
vidual article.  It  became  possible  for  a country  to  enjoy  the  most 
l)rilliant  monetary  position  without  being  able  to  purchase  the 
merest  necessaries. 

d'his  strange  fact  which,  viewed  from  the  angle  of  economics,  rep- 
resented the  most  important  of  all  phenomena  during  the  World  War, 
is  now  almost  forgotten.  Inflation  cast  a shadow  over  it.  But  inflation 
in  the  forms  it  gradually  assumed  could  not  have  been  possible 
without  j)eople  first  having  di.scovered  that  money  was  of  less  value 
than  they  had  thought,  that  it  did  not  possess  the  greatest  power 
in  the  world,  and  that  the  satisfying  of  wants  depended,  actually, 
u})on  the  possession  of  goods,  and  not  on  gold  or  notes.  This  dis- 


362 


NORWAY  AND  THE  WORLD  WAR 


covery  led  to  an  underestimation  of  money,  which  formed  the  psy- 
chological  background  for  many  of  the  strange  happenings  in  the 
inflation  period.  Tlie  confidence  in  money  became  simply  more  or 
less  undermined.  It  was  a peculiarity  of  1917  and  1918  that  people, 
both  in  private  housekeeping  and  public  administration,  always 
asked  what  was  needed,  but  seldom  asked  the  cost. 

The  transition  from  the  ordinary  system  of  private  international 
trade  to  this  new  war-made  system  of  State  bartering  had  as  its  con- 
sequence a huge  concentration  of  commercial  power  in  the  hands  of 
governments.  They  determined  what  quantities  of  goods  the  differ- 
ent trades  could  disj)ose  of.  By  the  aid  of  a complete  system  of  ex- 
port j)rohihitions,  by  dispensation  allowances  or  refusals  of  licenses, 
they  gained  an  entire  mastery  over  international  trade.  During 
these  developments  it  gradually  became  more  and  more  natural  to 
look  upon  all  the  commercial  connections  between  two  countries  as 
a unit.  On  the  United  States  entering  the  War  in  April,  1917,  the 
})ossibilities  of  such  a concentration  were  fully  realized  by  the  eco- 
nomic experts,  and  the  Americans  decided  very  soon  to  make  use 
of  their  jiosition  as  the  chief  exporter  to  the  European  markets  in 
the  commercial  struggle.  In  the  course  of  the  late  spring  of  1917 
they  succeeded  in  centralizing  the  whole  economic  policy  of  the 
Allied  and  Associated  Powers  in  Washington. 

On  July  15,  1917,  a general  American  export  prohibition  was 
im])osed,  and  the  neutral  countries  in  Europe  were  informed  that 
they  would  be  obliged  to  make  general  trade  agreements  with  the 
United  States. 

When  the  Norwegian  Government  received  this  discouraging  in- 
formation the  greater  part  of  the  most  important  Norwegian  im- 
})orts  was  governed  by  branch  agreements.  Attempts  had  previously 
been  made  to  obtain  a general  commercial  agreement  with  Great 
Ifritain ; and  Norwegian  negotiators  who  had  been  sent  to  London 
had  brought  hack  with  them  a proposal  for  such  an  agreement, 
dated  October  5,  1915.  The  chief  points  in  it  were  certainh’  favor- 
able to  Norway,  and  it  was,  undoubtedly,  a fatal  mistake  of  Mr. 
Ililen  that  he  did  not  immediately  accept  the  proposal.  Instead  he 
left  it  to  he  dealt  Avith  by  industrial  organizations  and  experts,  and 
the  Norwegian  discussions  of  the  details  were  even  far  from  comple- 
tion when  the  British  Legation  on  December  27,  1915,  informed 


THE  IMPORT  PROBLEMS  OF  1916-1918 


363 


the  Norwegian  Foreign  Ministry  that  the  Government  in  London 
no  longer  had  any  interest  in  the  matter. 

Just  because  they  had  not  the  support  of  any  general  agreement 
the  branch  agreements  became  of  very  great  importance.  They  also 
gave  rise  to  continual  Norwegian-British  negotiations,  because  the 
British  Government  wished  the  Norwegian  Government,  in  any  case 
unofficially,  to  give  its  a})proval  to  these  branch  agreements.  The 
Norwegian  Government,  on  its  j)art,  consistently  refused  to  acknowl- 
edge such  agreements,  which  would  give  to  England  the  right  to  in- 
terfere in  Norwegian  business  conditions  in  an  offensive  way.  The 
agreements  which  ultimately  were  acknowledged  concerned  the  fol- 
lowing associations:  the  Provision  Mercliants,  the  Automobile  Club, 
the  Canners,  the  Bicycle  Importers,  the  Chocolate  IManufacturers, 
the  Grain  and  Flour  Importers,  including  the  jMillers,  the  Imjiorters 
of  Feeding  Stuff's,  the  Grocers,  the  Pulpmakers,  the  Cork  IMakers, 
the  Candle  iVIanufacturers,  and  the  Match  IManufacturers. 

In  nearly  all  branch  agreements  a maximum  import  was  stipu- 
lated, calculated  either  ])er  annum  or  in  relation  to  a somewhat 
smaller  time-unit,  e.g.,  four  months.  In  this  way  Norway,  through 
these  branch  agreements,  was  put  on  rations.  For  the  most  important 
articles  of  consumption  the  fixed  yearly  quantities  were  the  follow- 
ing: 450,000  tons  of  grain  and  flour — but  not  more  than  200,000 
tons  of  wheat  and  wheat  flour;  60,000  tons  of  sugar;  14,500  tons  of 
coffee;  180  tons  of  tea;  and  12,000  tons  of  meat. 

Tliese  branch  agreements  had,  however,  been  made  with  Great 
Britain.  When  the  United  States  entered  the  War  the  situation, 
therefore,  was  totally  changed.  Immediately  the  Norwegian  Food 
Minister,  Mr.  Vik,  suggested  that  the  Government  send  the  Director 
of  the  Food  Board,  IMr.  Harald  Pedersen,  to  the  United  States  to 
try  to  obtain  an  a])proval  of  the  branch  agreements  and  to  make  new 
purchases  of  grain.  The  Government,  however,  treated  the  matter 
in  a somewhat  dilatory  manner,  and  did  not  seem  to  understand  that 
it  was  a question  of  acting  quickly ; thus,  nothing  came  of  Mr. 
Pedersen’s  journey.  In  the  meantime  new  and  alarming  reports 
were  continually  coming  from  America  of  a stricter  policy  tow^ard 
neutrals ; and  when  the  Government,  in  midsummer,  at  length  de- 
cided to  enter  upon  negotiations  in  Washington,  the  position  had 
become  such  that  they  found  it  advisable  to  send  over  a strong  dele- 
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gation.  Dr.  Fridtjof  Nansen  was  placed  at  the  head  of  this  commis- 
sion, in  the  capacity  of  “Ministre  Plenipotentiaire  en  Mission  Spe- 
ciaJc.”  The  delegation  left  on  July  6,  on  the  Hellig  Olav,  and  arrived 
in  Washington  at  the  end  of  the  month. 

When  they  began  their  work  in  America  they  met,  in  all  quarters, 
friendly  feelings  toward  Norway.  But  at  the  same  time  they  soon 
understood  that  there  were  small  prospects  of  obtaining  any  imme- 
diate and  satisfactory  arrangement.  The  American  authorities  were 
still  entirely  busied  in  organizing  and  outfitting  the  enormous  ad- 
ministrative apparatus  necessary  for  controlling  exports.  Mr.  Her- 
bert Hoover  had  accepted  the  position  of  Food  Administrator,  and 
on  July  24  he  sent  the  various  neutral  ministers  memoranda  cover- 
ing the  general  conditions  for  an  understanding.  Later  on,  however, 
the  management  of  the  question  had  been  left  in  the  hands  of  a 
special  institution,  the  War  Trade  Board,  with  Mr.  Vance  C.  Mc- 
Cormick as  chairman.  The  officials  of  this  institution  had  not  yet 
had  time  to  become  fully  conversant  with  the  different  questions, 
and  had  very  mixed  ideas  as  to  the  principles  to  work  upon.  While 
some  of  them  showed  sympathy  for  the  difficult  position  of  Norway, 
others  stated  that  the  supplies  from  the  United  States  would  have 
to  be  conditioned  on  a complete  stoppage  of  the  export  of  fish  to 
Germany.  Meeting  these  opinions  Dr.  Nansen  pointed  out  that  such 
an  action  on  the  part  of  Norway  would  mean  the  same  thing  as  a 
declaration  of  war  against  Germany.  On  hearing  this  the  Americans 
])romised  to  go  deeper  into  the  question.  At  this  point  the  negotia- 

under  way. 

Thus  an  entirely  new  question  had  been  placed  before  the  Norwe- 
gian Government:  If  no  agreement  could  be  arrived  at  with  the 
United  States,  and  the  other  Allied  and  Associated  Powers  then 
ado])tcd  the  same  attitude  as  America,  how  would  Norway  be  able 
to  manage.^ 

Tlie  Director  of  the  Food  Board  made  an  estimate  at  the  end  of 
August,  1917,  of  the  supplies  of  grain,  which  indicated  that  new 
importations  would  have  to  be  secured  by  Februai'y  1 if  distress  was 
to  be  avoided.  This  calculation  seemed  to  forebode  a gloomy  pros- 
])cct,  but  it  was  based  on  normal  needs.  How  far  the  stocks  could  be 
eked  out  tlirough  restrictions  in  the  consumption  of  bread  and  a 
reconstruction  of  the  bill  of  fare,  with  a view  to  consuming  more 
fish  products,  was  a question  not  easy  to  determine.  The  American 
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negotiators,  in  the  meantime,  had  emphasized  the  fact  that  the  Nor- 
wegians would  have  to  give  a guarantee  that  everything  possible 
would  he  done  to  limit  consumption.  At  the  end  of  August,  1917, 
Dr.  Nansen  cabled  to  Mr.  Ihlen  to  say  that  the  Norwegians  must 
ex])ect  to  get  grain  from  America  only  if  a com})lete  rationing  sys- 
tem was  introduced;  and  he  added:  “The  Commission  unanimously 
advises  that  Norway  should  immediately  begin  to  ration  grain  and 
flour.” 

The  idea  of  rationing  was  not  altogether  a new  one  to  the  Norwe- 
gian State  authorities.  On  the  contrary,  discussions  had  been  going 
on  for  some  time  as  to  whether  it  would  be  essential  or  advisable 
to  ration  foodstuffs,  and  the  introduction  of  a system  of  rations  had 
been  strongly  advocated  by  the  two  political  leaders,  IMr.  Hornsrud 
and  Mr.  Wefring.  The  Government  was,  however,  of  the  opinion 
that  the  interest  of  the  Allies  would  be  centered  upon  Norway’s  total 
imports  of  grain  and  flour,  and  these  had  already  been  put  very  low 
in  the  hranch  agreement  with  Great  Britain.  The  authorities,  there- 
foi’e,  restricted  themselves  to  making  preparations  for  an  introduc- 
tion of  a system  of  rationing  at  a later  date. 

This  attitude  was  entirely  justifiable  in  the  spring  of  1917.  But 
it  was  maintained  too  long  and  caused  great  embarrassment  to  the 
Nansen  Commission.  In  America  they  considered  a sudden  introduc- 
tion of  rations  as  a proof  that  a country  was  in  distress.  The  fact 
that  Sweden,  as  early  as  on  December  19,  1916,  had  decided  to 
ration  flour,  and  make  the  amount  per  diem  very  small,  was  looked 
uj)on  everywhere  as  a sign  that  the  food  supplies  of  that  country 
were  most  insufficient.  When  it  now  became  evident  that  the  Norwe- 
gian Government  hesitated  at  taking  similar  steps  the  inference  was 
that  the  food  situation  in  Norway  was  fairly  good. 

As  the  objections  of  the  Americans  upon  this,  as  well  as  upon 
other  })oints,  made  it  clear  to  the  Commission  that  the  negotiations 
would  take  a long  time,  it  tried  to  obtain  licenses  for  certain  quan- 
tities of  goods.  But  on  this  point  the  Americans  were  very  cautious. 
They  feared  that  their  granting  licenses  for  certain  consignments 
would  make  it  easier  for  Norway  to  manage  without  any  general 
agreement.  Nearly  all  applications  from  the  Commission  were,  there- 
fore, rejected.  However,  it  succeeded  at  last  in  obtaining  licenses  for 
some  suj)plies  of  oil,  petroleum,  coffee,  wheat  flour,  and  after  lengthy 
negotiations  with  Mr.  Hoover,  also  for  a quantity  of  grain.  The  lat- 
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ter  was  made  possible  by  a kind  of  barter  with  the  Committee  for 
Relgian  Relief.  Of  grain  and  flour,  the  licensed  quantities  in  all 
amounted  to  68,000  tons.  Compared  with  a complete  stoppage  of 
all  importation  even  that  quantity  represented  a gain,  though  it 
meant  only  a brief  postponement  of  the  time  of  dearth  that  was 
ahead. 

Meanwhile,  in  October,  the  net  around  Norway  had  been  drawn 
tighter.  The  British  Government  gave  notice  of  the  termination  of 
all  branch  agreements.  It  became  clear  that  it  was  not  only  the  sup- 
ply of  foodstuffs  which  was  now  threatened.  That  part  of  the  coun- 
try’s industry  which  was  dependent  on  raw  materials  from  abroad 
was  also  in  danger. 

The  Government  worked  out  an  estimate  of  the  “absolutely  neces- 
sary quantities  of  imports”  which  were  required  to  keep  up  domestic 
production ; and  it  was  submitted  to  the  American  Commission  on 
November  28.  Its  chief  items  were:  iron  and  steel,  250,000  tons;  cop- 
per, 7,000  tons;  lead,  600  tons;  tin,  500  tons;  wool,  1,500  tons;  raw' 
cotton  and  cotton  waste,  3,700  to  3,800  tons;  cotton  thread,  about 
2,000  tons;  linen,  750  tons;  hemp,  3,000  tons;  jute,  1,100  to  1,200 
tons ; hides,  5,000  tons ; tanning  extracts,  7,000  tons ; electrode 
carbon  and  carbon  electrodes,  1,000. 

As  winter  drew  near  the  situation  began  to  arouse  anxiety,  not 
only  in  better  informed  circles,  but  also  among  tlie  general  public, 
d'he  fact  that  the  Government  had  ke])t  secret  so  many  difficulties 
increased  the  tension.  People  had  not  been  ])reparcd.  They  had 
grown  accustomed  to  a certain  degree  of  carelessness,  and  only  in 
small  ])art  had  they  realized  how  exposed  was  the  position  of  the 
country.  When  its  difficulties  were  now  made  plain  the  attitude 
toward  the  Government  changed,  and  its  ministers  were  severely 
criticized  for  not  having  stated  the  facts  clearly  and  earlier. 

Under  these  circumstances  the  Goyernment  found  it  adyisable  to 
haye  the  whole  situation  discussed  with  open  doors  in  the  National 
As.scmbly.  The  debate  took  jdace  in  the  first  week  of  Noyember.  It 
was  very  heated.  Serious  re})roaches  were  directed  against  the  Goy- 
ernment. d'he  Pood  Minister,  IMr.  Vik,  had,  in  particular,  to  defend 
him.sclf.  'riiis  was  not  quite  fair,  because,  as  a matter  of  fact,  in  a 
numl)er  of  ways  he  had  been  more  far-seeing  than  his  colleagues, 
while  the  whole  Government  was  responsible  for  the  mistakes  that 
had  been  made.  However,  at  the  end  of  the  debate  he  handcil  in  his 
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resignation,  it  was  accepted,  and  he  was  succeeded  by  the  barrister, 
Mr.  Birger  Stuevold  Hansen. 

In  view  of  the  opinion  expressed  during  these  meetings  of  the 
Storthing  it  was  quite  obvious  that  the  Government  could  not  avoid 
a thorough  system  of  rationing.  It  quickly  had  the  necessary  legal 
amendments  accepted  by  the  Storthing;  and  on  December  21  a 
Royal  Ordinance  laid  down  regulations  to  “cover  a complete  ration- 
ing for  sugar  and  coffee,  all  kinds  of  grain  and  ffour  and  the  prod- 
ucts thereof  as  also  beans,  peas,  rice,  sago,  etc.” 

While  the  discussions  in  the  Storthing  were  still  in  progress  the 
Government  decided  to  recognize  the  attitude  of  America  by  mak- 
ing a number  of  restrictions  in  exports  to  Germany,  hut  to  refuse 
every  demand  for  a total  stoppage.  On  November  7 the  German 
Minister  and  the  Austrian  Charge  d'Affaires  were  informed  of  this 
by  Mr.  Gunnar  Knudsen  and  Mr.  Ihlen. 

The  first  pro})osal  to  the  United  States  was  made  in  a telegram 
from  Mr.  Ihlen  to  Dr.  Nansen  on  November  14!,  1917.  The  question 
was  put  as  to  the  advantages  America  would  guarantee  Norway  if 
she  declared  herself  willing  to  stop  the  export  to  the  Central  Powers 
of  a number  of  chemical,  metallurgical,  and  mineral  products,  and 
limit  the  export  of  other  products  to  fixed  quantities.  For  foodstuffs 
a maximum  of  40,000  tons  of  fish  products,  as  covered  by  the  Fish 
Agreement,  and  8,000  tons  of  other  fish  exports  were  suggested, 
while  the  export  of  copper  was  to  he  regulated  by  the  Copper  Agree- 
ment. 

On  November  29  the  American  reply  was  handed  to  Dr.  Nansen. 
It  was  given  by  the  War  Trade  Board.  It  stated  that  the  Norwegian 
proposal  was  acce])tahle  in  principle,  but  that  the  Board  was  not  in 
full  accord  upon  all  its  details.  The  chief  American  objections  arose 
from  the  export  to  Germany  of  cupreous  pyrites,  ferreous  pyrites, 
and  copper  after  the  expiry  of  the  Rio  Tinto  contract,  as  well  as 
the  export  of  calcium  carbide  and  calcium  nitrates.  So  far  as  the 
pro[)osal  regarding  the  export  of  fish  was  concerned,  it  was  ac- 
ce})ted,  hut  on  condition  that  the  quantities  should  be  estimated  in 
terms  of  fresh  fish.  The  American  answer  to  the  questions  as  to  the 
quantities  that  would  he  reserved  for  Norway  was  not  given  in  this 
note.  It  was  not  delivered  till  January  20,  1918,  and  tlien  only  in  a 
provisional  form. 

The  second  Norwegian  proposal  was  handed  to  the  War  Trade 
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Board  in  a note  of  December  7.  It  declared  that  Norway  could  not 
accept  the  proposal  to  estimate  the  48,000  tons  of  fish  and  fish 
products  according  to  Aveight  in  fresh  fish  as  it  would  be  impossible 
to  exercise  any  control  under  such  conditions.  On  the  other  hand, 
Norwa}'  was  Avilling  to  undertake  certain  restrictions  in  individual 
fish  exports,  and  in  the  various  metallurgical  products,  pyrites 
excepted. 

The  second  American  answer,  dated  December  20,  accepted  the 
Norwegian  proposal  governing  the  export  of  fish,  but  flatly  refused 
to  agree  to  that  covering  pyrites  and  the  products  of  the  chemical 
industry,  emphasizing  the  fact  that  these  articles  were,  to  a great 
extent,  used  in  the  manufacture  of  ammunition. 

This  answer  put  the  Norwegian  Government  in  a most  unpleas- 
ant position  and  it  found  it  necessary  to  place  the  matter  before  the 
Committee  for  Foreign  Affairs.  But  it  proved  to  be  difficult  to  dis- 
cuss so  delicate  a question  with  a large  committee,  and  not  till  Janu- 
ary 26,  1918,  could  the  Foreign  Ministry  send  Norway’s  answer. 
It  contained  a lengthy  explanation  of  the  impossibility  of  com- 
pletely breaking  off  commercial  connections  with  Germany,  first  of 
all  because  such  a procedure  would  be  contrary  to  the  principles  of 
neutrality,  and  also  because  Norway  needed  certain  German  goods. 
However,  the  Government  declared  itself  willing  to  undertake  even 
further  restrictions  of  exjjorts  to  the  Central  Powers,  and  to  give 
all  possible  guarantees  against  reexport  of  the  goods  Norway  was 
to  obtain  under  the  agreement. 

I’rior  to  the  delivery  of  the  Norwegian  note,  or  on  January  18, 
1918,  IMr.  Gunnar  Knudsen  and  IMr.  Ihlen  informed  the  German 
Minister  and  the  Austrian  Charge  cV Affaires  that  the  temporary 
commercial  agreement  of  January  23,  1917,  could  not  be  prolonged 
beyond  February  1 because  Norway,  during  the  negotiations  in 
])rogress,  “had  to  be  free  on  both  sides.”  The  export  of  fish  Avould, 
however,  go  on  until  further  notice.  Admiral  von  Hintze,  who  had 
succeeded  Mr.  IMichahelles  as  German  jMinister  in  Christiania,  con- 
sidered the  situation  to  be  so  serious  that  he  immediately  left  for 
Berlin  to  discuss  matters  Avith  his  Government.  During  his  stay  in 
Germany  a note  Avas  handed  to  Mr.  Ihlen  containing  far-reaching 
demands  for  su])plies  from  Nonvay.  When,  on  the  publication  of 
the  NorAvegian  reply  to  America,  it  became  knoAAui  that  the  NorAAe- 
gian  Government  had  already  agreed  to  limit  exports  to  Germany 
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to  quantities  far  below  these  demands,  Germany  took  new  diplomatic 
action.  What  she  now  first  of  all  demanded  was,  however,  that  Nor- 
way should  give  her  new  assurances  that  she  would  remain  neutral. 
The  reason  for  this  was  a rumor  circulating  in  Berlin  which  said 
that  Great  Britain  was  making  efforts  to  secure  Norwegian  terri- 
tory. There  was  not  the  slightest  truth  in  it.  But  the  Norwegian 
Government  on  March  9,  in  notes  to  the  leading  powers,  “for  vari- 
ous reasons”  found  it  opportune  again  to  assert  that  the  country 
would  maintain  its  neutrality.  This  political  declaration  had  a bene- 
ficial effect  upon  the  discussions  with  Germany,  which  were  renewed 
on  a better  understanding. 

While  this  was  going  on  at  Christiania  the  negotiations  in  Wash- 
ington made  but  slow  progress.  Not  till  March  13  did  Dr.  Nansen 
receive  a proposal  for  a definite  agreement.  This  document  was, 
however,- — to  use  Dr.  Nansen’s  expression  in  a telegram  to  Mr. 
Ihlen — “in  form  and  contents  extremely  one-sided  and  inconsider- 
ate, placing  obligations  upon  Norway  only.”  It  therefore  came  as 
a complete  surprise  to  the  Norwegian  delegates.  But  when,  two  days 
later,  they  had  a conference  with  the  American  negotiators  and 
lodged  a complaint,  they  met  with  a further  surprise.  The  chairman 
of  the  War  Trade  Board,  Mr.  McCormick,  declared  that  the  docu- 
ment in  question  did  not  contain  an  American  proposal  but  was  oiily 
“a  provisory  draft  made  out  by  one  of  their  experts,”  and  that  the 

ar  Trade  Board  would,  itself,  take  no  responsibility  for  it.  This 
explanation  contained  a commitment.  Dr.  Nansen,  who  throughout 
the  conference  acted  with  great  decision,  then  demanded  that  the 
draft  for  a final  agreement  should  be  worked  out  by  the  American 
and  Norwegian  negotiators  jointly,  and  he  succeeded  in  carrying 
this  through.  To  the  first  of  the  joint  meetings  which  thus  took 
place  he  brought  a complete  Norwegian  draft.  In  this  way  the  nego- 
tiations ultimately  got  under  way  along  the  right  lines. 

However,  the  Norwegian  Government  still  reserved  to  itself  the 
right  of  deciding  the  most  important  questions,  so  that  it  was  not 
easy  to  make  rapid  progress.  As  time  went  on  one  after  the  other 
the  delegates  returned  to  Norway ; finally  Dr.  Nansen  remained 
alone  with  the  secretary,  IMr.  Wilhelm  Morgenstierne.  Dr.  Nansen 
grew  steadily  more  impatient,  and  time  after  time  asked  to  be  au- 
thorized to  sign  at  an  opportune  moment.  But  in  vain. 

The  scarcity  of  goods  in  Norway  now  began  to  make  itself  felt. 
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The  rations,  in  the  opinion  of  many  people,  were  not  adequate,  and 
the  flour  which  the  authorities  were  able  to  bring  to  the  market  was, 
in  part,  of  inferior  quality.  At  the  same  time  the  people  were  quieted 
by  assurances  that  the  negotiations  were  nearing  a close,  and  the 
Director  of  the  Food  Board,  Mr.  Pedersen,  was  already  in  New 
York  in  order,  j)ersonally,  to  conclude  the  purchases  of  cereals  to 
be  made  under  the  agreement.  The  Americans  also  began  to  put  on 
pressure,  and  Dr.  Nansen  came  to  feel  he  must  make  haste  if  he  was 
not  to  risk  losing  what  had  already  been  won.  In  the  afternoon  of 
April  30  he,  at  length, — after  conferring  with  Mr.  Pedersen — found 
it  necessary  to  sign  on  his  own  responsibility.  Mr.  McCormick  signed 
on  behalf  of  the  United  States. 

The  agreement  was  a very  voluminous  document  with  an  intro- 
duction, five  articles  and  eight  schedules.  It  came  into  effect  on  May 
10,  1918.  It  was  to  hold  good  “during  the  continuance  of  the  present 
war,”  subject  to  termination  b}'  either  party  at  the  expiration  of 
one  year  and,  at  any  time  thereafter,  on  either  party  giving  three 
months’  notice  of  intention  to  terminate. 

The  controversial  j)oints  were  solved  in  this  wa}^: 

Exports  from  Norway  to  the  Central  Powers  were  to  be  limited 
to  the  following  maximum  quantities:  fish,  48,000  tons  (export 
weiglit)  ; calcium  carbide,  10,000  tons;  calcium  nitrate,  8,000;  ferro 
silicon  2,000;  ii’on  ore,  40,000;  zinc,  1,000;  and  aluminum,  40  tons. 
Cupreous  ])roducts  could  be  exported  for  due  compensation  in 
equivalent  (quantities  in  the  sha})e  of  manufactures  of  coq^per;  but 
in  no  event  the  aggregate  quantity  of  cojiper  exports  to  exceed  200 
tons.  All  exqjorts  to  Germany  of  domestic  animals  or  their  produce 
were  to  end,  as  were  also  exj)orts  of  antimony,  bismuth,  mica,  manga- 
nese, nickel,  tin,  titanium,  wolfram,  chrome-ore,  molybdenum  and 
nitrates — with  the  exceqflion  of  the  8,000  tons  of  calcium  nitrate 
above  mentioned.  Other  Norwegian  exj^orts  to  the  Central  Powers 
and  their  allies  were  not  to  exceed  the  (quantities  exq)orted  from  Nor- 
way to  the  said  countries  in  1917. 

Hy  "'ay  of  comjicnsation  for  the  meeting  of  Norway’s  needs  the 
Norwegian  Government  agreed  to  qiermit  the  exqjort  free  of  exq^ort 
taxes  to  the  United  States  and  the  Entente  Powers  of  a number  of 
qu-oducts  which  were  enumerated.  It  was  exq)ressly  stated  that  the 
Allies  could  reckon  on  cxq)orts  from  Norway  of  112,000  tons  of 
nitrates,  10,000  tons  of  cyanamide,  30,000  of  calcium  carbide,  3,000 
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of  silicium  carbide  and  similar  products,  12,000  of  alumiiuun,  20,000 
of  zinc,  500  of  sodium,  20,000  of  feri'o  silicon,  5,000  of  ferro  chrome, 

3.000  of  various  steel  and  iron  goods,  200,000  of  iron  ore,  130,000 
of  pyrites,  300  of  molybdenum,  150,000  tons  of  round  timber,  400,- 
000  of  lumber,  120,000  of  mechanical  pulp,  200,000  of  chemical 
j)ulp,  125,000  of  paper,  5,000  of  matches,  and  48,000  of  fish  prod- 
ucts. 

Norway  was,  so  far  as  possible,  to  be  guaranteed  a yearly'  supply 
of  300,000  tons  of  bread  grains,  200,000  tons  of  oil  cake  and  In- 
dian corn  (calculated  in  terms  of  grain  value),  14,500  tons  of  cof- 
fee, 10*0  tons  of  tea,  50,000  of  sugar,  10,000  of  pork  and  beef, 

10.000  of  vegetable  and  animal  oils,  20,000  of  oil  seeds,  76,500  of 
mineral  oils,  8,000  of  cotton  products,  3,700  of  wool  products,  6,500 
of  flax,  hemp,  jute,  and  tow,  250,000  of  iron  and  steel,  7,000  of 
cop|)er,  133,614  of  iron  ore,  1,000  of  lead,  3,500  of  hides,  5,000  of 
tanning  extracts,  and  5,000  of  electrode  carbon  and  carbon  elec- 
trodes. Resides  these  chief  commodities  the  agreement  established 
definite  quotas  for  many  sj)ecial  articles,  such  as  otter  skins,  moose 
horn,  lead  ash,  and  old  electric  motors. 

Simultaneously  with  the  final  negotiations  in  Washington  confer- 
ences were  taking  place  at  Christiania  looking  to  a new  commercial 
agreement  between  Norway  and  Germany.  These  conferences  also 
made  slow  progress.  The  German  Government,  as  a matter  of  fact, 
did  not  seem  inclined,  at  that  time,  to  bring  any  further  pressure  to 
bear  on  Norway ; it  had  its  hands  full  with  other  matters  of  greater 
importance;  and  Mr.  Ihlen  never  wished  to  make  haste.  Not  till 
September  14,  1918,  did  these  negotiations  end  in  an  agreement. 
On  Se])tember  27  it  was  accepted  by  the  Norwegian  Government; 
and  it  was  the  last  of  the  Norwegian  commercial  agreements  during 
the  War.  Like  the  one  made  with  America  it  was  an  extensive  ar- 
rangement, which  rested  on  a thorough  system  of  comjjensations. 
Ihit  within  two  months  after  its  signing  the  armistice  was  agreed 
u])on.  I fence  it  was  of  less  importance  to  Norway’s  current  affairs 
than  to  her  })olitical  relations  with  Germany  after  the  War. 


CHAPTER  IX 

THE  OVER-EXPANSION  OF  STATE  ACTIVITY 


Even  during  the  first  two  years  of  the  War  a great  number  of  pub- 
lic mechanisms  were  set  up  to  solve  the  new  problems  that  had  arisen. 
Thus,  the  Food  Commission  had  organized  one  office  for  the  trade  in 
grain  and  flour,  one  for  herrings,  one  for  mackerel,  one  for  other 
kinds  of  salted  fish,  and  another  for  other  kinds  of  fresh  fish.  Along 
with  the  Food  Commission  a Fuel  Office  was  also  in  operation.  In 
March,  1916,  the  State  had  bought  three  motorships,  paying  kr. 
7,600,000  for  them;  and,  at  first  in  charge  of  private  shipowners, 
they  were  being  used  as  transports  by  the  Food  Commission. 

After  the  establishment  of  the  Food  Ministry  in  August,  1916,  a 
complete  reorganization  of  these  activities  took  place.  The  new  Min- 
istry left  the  business  part  of  their  work  in  the  hands  of  a Food 
Hoard  with  Mr.  Harald  Pedersen  as  director.  The  administrative 
work  of  the  Ministry  was  divided  between  a Food  Department  and 
a Fish  Department.  The  various  fish  offices  already  in  existence  were, 
in  part,  discontinued,  in  part  placed  under  a new  central  office.  The 
administration  of  the  State’s  shipping  was  transferred  to  a special 
Shipping  Directorate.  During  the  coal  troubles  a new  branch  of  the 
Food  Ministry  was  established  under  the  name  of  the  Fuel  Depart- 
ment and  given  the  task  of  organizing  efforts  to  procure  domestic 
fuel  reserves.  Advising  the  Food  IMinistry,  from  its  establislunent, 
was  an  extensive  committee  consisting  of  sixteen  representatives  of 
the  different  districts. 

dfiie  P'ood  IMinistry  had  nothing  to  do  with  the  special  problem  of 
sup])lies  for  the  arnn"  and  navy ; they  were  handled,  as  before,  by  the 
Ministry  of  Defense.  However,  it  very  soon  proved  desirable  for  the 
latter  to  be  in  touch  with  the  leading  business  men  as  well  as  the 
heads  of  the  civil  administration.  The  difficulty  of  this  cooperation 
was,  ])rincipally,  that  it  had  to  be  carried  out  quite  secretly.  Major- 
General  Holtfodt,  who  since  August  10,  1911,  had  been  Minister  of 
Defense,  therefore  induced  the  Government  to  appoint  ten  auxiliary 
commissions,  consisting  of  civilians,  to  assist  in  that  work ; the  com- 
mittees were  later  consolidated  in  one  central  organization. 
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In  the  course  of  1916  these  commissions  were  engaged  with  the 
problems  of  the  so-called  “Industrial  mobilizations,”  i.e.,  the  ques- 
tions of  an  eventual  reorganization  of  the  civil  industries  for  mili- 
tary  purposes.  During  discussions  of  this  the  idea  was  advanced 
that,  even  if  the  country  did  not  become  implicated  in  the  War,  there 
existed  a need  for  some  special  agency  to  supervise  the  import  and 
the  distribution  of  raw  materials.  The  Government  at  first  opposed 
the  idea,  but  afterward  consented  to  it;  and  on  April  27,  1917,  the 
Storthing  resolved  to  establish  a Ministry  of  Industrial  Supplies. 
Mr.  Torolf  Pr3dz  was  appointed  as  its  chief. 

The  new  ministry  was  divided  into  three  main  departments.  Two 
were  placed  under  the  management  of  a so-called  general  secretar3^ 
I)e})artment  I concerned  itself  with  matters  of  civil  supplies.  De- 
partment II  with  those  of  industrial  mobilization.  Department  III 
was,  on  the  other  hand,  equipped  as  an  independent  directorate  un- 
der the  name  of  the  Fuel  Board;  it  took  the  place  of  the  Fuel  De- 
partment. Department  I was  divided  into  four  large  bureaus,  one  for 
industries,  one  for  export  prohibitions,  and  one  for  the  exchange  of 
goods  with  Denmark  and  Sweden,  while  the  fourth  such  bureau  acted 
as  a secretariat.  A general  Council  of  Industries,  consisting  of  eleven 
members,  was  appointed  to  assist  in  cooperating  with  the  trade  or- 
ganizations. To  cooperate  with  the  branch  associations  the  Ministry 
organized  special  institutions.  They  were  called  “Centrals.”  There 
were,  in  all,  five  of  them,  viz.,  one  for  textiles,  one  for  leather,  one  for 
metal,  one  for  the  chemical  industries,  and  one  for  iron  and  steel.  To 
assist  the  Dej)artment  for  the  exchange  of  goods  with  Denmark  and 
Sweden  a special  commission  was  appointed. 

In  connection  with  the  organizations  established  by  the  Ministry 
of  Industrial  Supplies  it  may  also  be  mentioned  that,  on  the  initia- 
tive of  the  Prime  Minister,  a committee  of  scientists  was  appointed 
on  November  16,  1917,  with  the  object  of  investigating  the  possi- 
bilities of  a more  systematic  utilization  of  the  country’s  iron  ore, 
minerals,  and  varieties  of  stone.  It  was  called  “The  Committee  of 
Raw  IMaterials,”  and  its  head  was  the  well-known  geologist  and 
mineralogist.  Dr.  V.  M.  Goldschmidt. 

Partly  in  cooperation  with  the  Food  Ministry  and  partly  with  the 
IMinistry  of  Industrial  Supplies,  two  committees  dealt  with  the  prob- 
lem of  fats.  The  first  of  these  w'as  appointed  in  the  fall  of  1917,  the 
second  in  .lanuary,  1918.  On  the  proposal  of  the  latter  committee 
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a Fat  Board  was  established  on  February  11,  1918,  with  Mr. 
Haakon  Hauan  as  its  director. 

Tlie  prejiaratory  investigations  preceding  the  introduction  of  ra- 
tioning were  carried  out  by  several  committees.  In  order  to  make  the 
arrangements  a special  Board  of  Rationing  was  established  under 
the  charge  of  the  Food  Ministry.  The  economist,  Mr.  Haakon  Five, 
was  its  director  up  to  the  beginning  of  1919,  and  later  the  economist 
and  statistician,  Mr.  Gunnar  Jahn.  It  had  also  the  help  of  a council, 
while  local  committees  all  over  the  country,  817  in  number,  were  in 
charge  of  the  details  of  the  rationing  work. 

When  prices,  in  the  course  of  1917,  rose  exorbitantly,  a special 
I’rice  Board  was  established  with  Mr.  Wilhelm  Thagaard  as  direc- 
tor. Simultaneously  a Committee  of  Freights  was  appointed. 

These  new  State  institutions  started  a number  of  public  business 
enter])i’ises  for  the  utilization  of  the  country’s  domestic  resources 
and  tlie  guaranteeing  of  supplies.  The  most  important  of  them  dealt 
with  cereals,  fuel,  and  fats. 

The  first  great  extension  of  the  trade  in  grain  and  flour  was  made 
in  the  late  fall  of  1916.  The  State  decided  to  expropriate  the  largest 
flour  mill  in  Norway,  that  of  Vaksdal,  which  is  situated  just  where 
the  Bergen  railway  runs  down  to  the  f jord.  It  was  utilized  for  the 
grinding  of  graham  flour  and  other  flour  stocks  of  high  percentages. 
The  actual  reason  for  the  expropriation  was  that  the  Government, 
in  the  fall  of  1916,  while  the  U-boat  conflict  was  going  on,  feared  a 
war  with  Germany,  and  wished  to  secure  this  particular  mill  be- 
cause, on  account  of  its  situation,  it  was  considered  especially  easy 
to  defend. 

At  the  same  time  the  State  also  began  buying  up  Norwegian 
grain.  However,  it  was  possible  to  obtain  only  small  quantities,  be- 
cause the  more  difficult  the  political  position  appeared,  the  less  in- 
clination had  the  farmers  to  sell. 

W1  icn  tlie  entire  rationing  of  grain  and  flour  was  decided  upon 
at  the  end  of  1917,  the  State  also  took  over  the  whole  im})ort  of 
cereals.  From  1918  it  had,  therefore,  a monopoly  of  the  import  of 
grain  and  flour,  it  was  in  command  of  the  largest  mill  in  the  country, 
and  it  bought  iqi  all  the  domestic  crop  which  was  put  on  the  market, 
d'he  administration  of  all  these  activities  was  centralized  in  the  Food 
Board,  and  IMr.  Pedersen  in  this  way  became  one  of  tbe  greatest 
cajitains  of  industry  in  Norway. 
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The  fuel  business  of  the  State  was  started  a short  time  after  the 
imposition  of  the  British  prohibition.  The  Fuel  Board  proceeded  to 
make  considerable  purchases.  An  increased  cutting  of  timber  also 
began  in  the  State  forests.  But  that  was  not  all.  On  March  23,  1917, 
a law  was  passed  authorizing  the  King  to  order  men  doing  military 
service  to  engage  in  civilian  work,  and  8,000  were  called  out  to  do 
wood  cutting.  Even  in  the  summer  of  1918  the  Fuel  Board  continued 
all  its  activities  on  a large  scale,  although  its  sales  in  1917  had  been 
much  smaller  than  anticipated.  At  the  end  of  the  War  the  stocks 
on  hand  had  to  be  sold  at  rapidly  falling  prices.  On  July  22,  1919, 
the  Storthing  made  a grant  of  kr.  10,000,000  to  cover  the  loss. 

The  lack  of  fats  had  befyun  to  make  itself  felt  some  months  before 

O 

the  coal  shortage.  The  chief  of  the  Food  Ministry,  Vlr.  Vik,  con- 
ceived the  idea  of  doing  whaling  along  the  Norwegian  coast  in  order 
to  })rocure  supplies  of  animal  fats.  Some  weeks  after  his  resignation 
the  Storthing  accepted  his  idea,  passing  a law  which  allowed  whaling 
in  Norwegian  waters,  but  made  it  a State  monopoly. 

Mr.  Vik  had  also  started  a number  of  experiments  to  learn 
whether  whale  fat  could  be  refined  in  such  a way  that  it  might  be 
used  as  a raw  material  in  the  production  of  margarine.  Great  diffi- 
culties had  to  he  overcome.  In  the  first  place,  whale  fat  has  a high 
melting  point,  and  secondly,  a very  pronounced  taste  and  smell.  In 
the  course  of  the  fall  of  1917,  however,  it  proved  possible  to  pro- 
duce an  article  which  could  be  used  as  a substitute  for  margarine. 
Also  whale  meat  was  used  during  the  last  year  of  the  War.  But 
neither  whale  fat  nor  whale  meat  became  really  popular.  It  was 
rather  well  meant  than  true  when  a well-known  popular  s})eaker  in  a 
lecture  in  the  fall  of  1918  called  the  whale  “our  dearest  domestic 
animal.” 

In  1918  the  State’s  whaling  accounts  showed  a profit  of  about  kr. 
600,000 ; but  the  industry  was  continued  after  the  end  of  the  War, 
and  by  December  31,  1919,  a net  loss  of  kr.  100,000  had  been  in- 
curred. liater  on  it  increased  and  finally  reached  kr.  3,789,812. 

IVIr.  Vik’s  work  on  fats  did  not  exhaust  itself  in  the  startino;  of 
whaling  and  the  conducting  of  experiments  in  the  margarine  in- 
dustry. lie  also,  at  a cost  of  kr.  2,100,000,  expropriated  the  stock 
of  the  Vera  Refinery,  in  all  700,000  kilograms,  and  used  it  to  pre- 
pare light  animal  oils  for  margarine  production.  The  Vera,  however, 
j)ossessed  only  a minor  share  of  the  quantities  of  fats  stored  in  the 
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country.  The  largest  stocks  were  lying  in  “De  7wrdiske  Fabrikker” 
in  Fredriksstad,  the  so-called  “De-No-Fa”;  they  totaled,  in  all, 
18,500,000  kilograms  of  eatable  fats  and  1,500,000  of  industrial 
fats.  On  October  19,  1917,  the  Food  Ministry  was  given  authority, 
by  Royal  Ordinance,  to  take  them  over.  The  sum  to  be  paid  was 
fixed  by  the  commission  appointed  so  to  do  at  kr.  60,000,000. 

As  a consequence  of  this  policy  the  State,  at  the  end  of  the  War, 
had  on  hand  large  stocks  of  eatable  fats  and  fats  for  technical  uses. 
Tliey  were,  for  the  greater  part,  sold  to  Germany  on  favorable 
terms.  The  State’s  transactions  in  fats  realized  a total  profit  of 
kr.  592,000. 

The  only  State  enterprise  that  gave  a better  result  was  its  ship- 
])ing  department  which  liquidated  with  a net  profit  of  about  kr. 
15,000,000. 

When  the  scarcity  of  fats  moved  the  Government  to  take  posses- 
sion of  the  stocks  of  the  Vera  and  the  De-No-Fa,  new  and  gi’eat  diffi- 
culties developed  in  the  fisheries. 

As  mentioned  in  Chapter  VI,  an  inventory  of  the  old  stocks  was 
made  in  January,  1917.  It  gave  the  result  that  in  some  cases  illegal 
exporting  to  Germany  had  taken  place,  but  that  only  small  quanti- 
ties had  been  smuggled  out.  It  also  appeared  that  it  was  not  only  the 
Norwegian  exporters  who,  in  the  fall  of  1916,  had  given  incorrect 
information  as  to  stocks  on  hand,  but  also  the  British  Government’s 
own  agents. 

Tlie  British  purchases  were  made  through  a special  institution, 
tlie  British  Purchasing  Agency,  commonly  called  the  “B.P.A.,” 
with  Consul  IMackay  as  its  Managing  Director;  but  the  expecta- 
tions of  the  Norwegian  fishermen  that  were  based  on  the  British 
purchases  were  never  fulfilled.  There  were  two  reasons  for  this. 

In  the  first  ])lace,  the  purchases  from  the  large  seasonal  fisheries 
in  1917  were  limited  on  account  of  a misunderstanding  between  the 
B.P.A.  and  the  Norwegian  Food  IMinistry.  According  to  the  Fish 
i\greement  the  British  buyers  would,  every  year,  “state  whether  they 
would  buy  their  fish  slightly  salted  as  klipp-fish  or  as  stockfish.”  It 
had  not,  however,  been  expressly  stipulated  whether  the  fishermen 
shoidd  be  advised  of  the  fixed  percentages  by  the  Norwegian  au- 
thorities or  by  the  B.P.A.  The  Food  IMinistry  thought  the  B.P.A. 
would  make  the  announcement,  while  the  B.P.A.  merely  sent  a com- 
munication to  the  Norwegian  IMinistry  for  Foreign  Affairs,  feeling 
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sure  that  the  Norwegian  authorities  would  make  it  public.  Before 
the  misunderstanding  had  been  discovered  valuable  time  had  been 
lost,  and  the  fishermen  had  prepared  too  great  a percentage  of 
klipp-fish.  The  fisherman,  unable  to  dispose  of  their  kli})p-fish  to 
the  B.P.A.,  threatened  to  take  action  for  damages  against  the  State. 

Second,  the  enormous  rise  in  the  prices  of  raw  materials  made  the 
sales  to  the  B.P.A.  less  and  less  profitable.  While  the  B.P.A.  still 
bought  at  the  prices  which  were  fixed  according  to  conditions  in  the 
summer  of  1916,  the  prices  for  petroleum  from  July  1,  1916  to 
July  1, 1917,  rose  by  54  per  cent,  cylinder  oil  178  per  cent,  ordinary 
oil  182  per  cent,  fishing  tackle  89  per  cent,  tarred  ro])e  and  manila 
rope  94  })er  cent,  herring  nets  61  per  cent,  war  insurance  100  per 
cent,  and  coal  285  per  cent.  The  increase  in  the  cost  of  salt  was 
about  the  same  as  that  of  coal. 

When  these  discrepancies  had  been  made  clear  to  the  Norwegian 
Government,  on  November  15,  1917,  it  approached  the  British  Gov- 
ernment with  a recjuest  for  a very  moderate  increase  in  the  purchase 
])rices.  But  before  this,  on  October  20,  Mr.  Vogt  had  telegraphed 
that  the  British  Treasury  had  declared  its  unwillingness  to  permit 
purchases  of  fish  in  Norway  after  the  end  of  November,  and  on  No- 
vember 22  the  British  I^egation  informed  Mr.  Ihlen  that  the  buying 
obligation  for  most  of  the  fish  ])roducts  would  be  terminated.  This 
resolution  was  ])robably  meant  to  support  the  American  War  Trade 
Board  in  its  negotiations  with  Dr.  Nansen. 

In  this  way  the  Norwegian  fisheries  suddenly  lost  their  principal 
war  market,  and  the  Government  induced  the  Storthing  to  agree  to 
a State  guarantee  of  minimum  prices  for  the  most  important  prod- 
ucts of  the  new  catch.  Later  on  the  Storthing  also  agreed  to  the  tak- 
ing over  by  the  State  of  all  stocks  of  klipp-fish  and  stockfish  then  in 
the  country;  this  was  a peace  offering  to  the  fishermen  for  the  mis- 
take made  in  the  belated  publication  of  the  British  percentage  pro- 
portions in  1917.  Also,  after  the  end  of  the  War,  such  purchases  of 
fish  were,  for  some  time,  continued.  The  total  loss  to  the  State  was, 
in  this  case,  about  kr.  163,000,000. 

'To  add  to  the  starting  of  new  business  enterprises  and  the  sup- 
port given  to  the  fisheries  an  extension  of  the  controlling  and  regu- 
lating activities  of  the  State  also  took  place  in  the  last  years  of  the 
War. 

In  the  first  place  we  must  speak  of  the  rationing  system  which 


378 


NORWAY  AND  THE  WORLD  WAR 


was  inaugurated  on  January  1,  1918,  after  the  taking  of  a general 
census  of  the  current  business  and  private  stocks  of  all  rationed 
commodities  on  December  31,  1917. 

The  common  ration  for  persons  belonging  to  households  not  grow- 
ing grain  was  fixed  at  200  grams  per  day,  measured  as  flour.  This 
daily  ration  could  be  taken  in  the  shape  of  200  grams  of  flour,  260 
grams  of  bread,  or  160  grams  of  biscuits.  Purchasers  had  to  show 
cards  on  which  the  daily  ration  was  divided  among  four  tickets,  each 
of  which  was  good  for  50  grams  of  flour,  65  grams  of  bread,  or  40 
grams  of  biscuits.  Households  which  possessed  stocks  of  their  own 
had  to  ration  themselves  as  long  as  such  stocks  lasted,  only  3 kilo- 
grams of  flour  value  per  household  member  being  allowed.  Addi- 
tional cards  were  granted  for  those  doing  hard  manual  labor.  The 
extra  ration  was  fixed  at  150  grams  per  day  for  agricultural  labor- 
ers and  workmen  in  the  building  trades,  and  at  200  grams  for  fisher- 
men and  lumbermen ; for  factory  hands  the  extra  ration  varied  be- 
tween 50  and  100  grams;  women,  in  general,  received  50  grams  or 
less  per  day  than  men  in  similar  employment.  Finely  ground  wheat 
flour  and  bread  baked  from  it  were  reserved  for  hospitals  and  the 
sick,  everyone  else  being  limited  to  flour  coarsely  ground. 

For  liouseholds  that  had  grown  grain  in  1917  an  average  ration, 
corres]ionding  to  2.5  kilos  of  rye  j)er  week  was  fixed  per  “computed 
])erson.”  Individuals  over  eight  years  were  computed  as  whole  and 
those  under  eight  years  as  half  persons. 

Tlie  sugar  ration  was  originally  1,()()0  grams  per  month.  From 
M arch  25,  1918,  it  was  reduced  to  200  grams  per  week.  Chocolate 
factories  were  allowed  60  per  cent  of  their  average  consumption  of 
sugar  in  1916,  candy  factories  20  per  cent,  syrup  and  jam  factories 
and  aerated  water  bottlers  30  per  cent,  while  condensed  milk  com- 
])anies  and  drug  stores  were  allowed  to  cover  their  whole  require- 
ments. 

'riie  coffee  ration  was  originally  fixed  at  250  grams  of  roasted 
coffee  ])er  montli;  from  IMarch  25,  1918,  this  was  reduced  to  50 
grams  pei-  week.  Cliildren  under  six  years  got  no  coffee  card.  From 
April  20,  1918,  the  consumption  of  tea  was  included  in  the  coffee 
ration  so  that  rations  of  tea  could  only  be  had  against  a correspond- 
ing reduction  in  tlie  coffee  ration.  The  tea  ration  was  10  grams  per 
week. 

A rationing  of  grain  and  meal  for  fodder  was  simultaneously  in- 
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troduced.  Cereals  were  allowed  only  for  horses,  pigs,  and  poultry, 
and  that  was  conditional  upon  the  cereal’s  being  unfit  for  human 
food. 

Restaurants  and  other  places  serving  food  for  payment  were  for- 
bidden to  have  a bill  of  fare  with  more  than  three  courses,  including 
souj)  and  dessert;  also  only  one  fried  course  was  allowed.  From  May 
21  no  meat  was  to  be  served  in  any  public  eating  places  on  Tuesda^^s 
and  Fridays. 

The  rationing  system  was  maintained  throughout  the  whole  of 
1918  and  the  fii’st  months  of  1919.  It  no  doubt  made  more  radical 
encroachments  on  the  daily  life  of  the  j)eople  than  any  of  the  other 
public  measures.  Nevertheless,  it  was  the  one  which  awakened  the 
least  dis])leasure.  This  was  partly  due  to  the  fact  that  everyone  was 
convinced  of  its  necessity,  j)artly  also  to  its  almost  faultless  organi- 
zation. Nor  did  it  turn  out  to  be  es})ecially  ex[)ensive.  The  total 
expenditure  was  about  kr.  9,000,000. 

At  tlie  time  when  the  American  negotiations  were  at  their  critical 
stage  compulsory  grain  growing  was  suggested  to  increase  the  home 
crop;  and  on  March  28,  1918,  a law  was  passed  authorizing  the 
Government  to  compel  farmers  to  cultivate  certain  unfarmed  areas. 
This  authority  was  made  use  of  in  1918.  An  increase  of  200,000 
acres  under  cereals  was  the  aim  of  the  measure.  This  was  not 
reached,  and  the  increase  that  actually  took  ])lace  proved  to  be  a 
completely  tem})orary  ])henomenon.  This  will  be  seen  from  the  fol- 


lowing  figures,  in  hectares. 

derived  from  official  statistics : 

Field  corn,  peas, 

Other  field  crops 

and  beans 

Potatoes  and  fallow  land 

Total  area 

1907 

1,721,690 

409,153  332,517 

2,463,360 

1917 

1,802,076 

457,978  208,652 

2,468,706 

1918 

2,182,0‘i8 

527,755  216,725 

3,226,528 

1923 

1,81.1,576 

462,992  316,128 

2,620,696 

'^riie  effect  of  the  compulsory  increase  of  crops  appears  from  the 

following  fig 

ures : 

Grain 

Potatoes 

Hay 

{tons) 

{tons) 

{tons) 

1916 

351,598 

794,411 

3,075,007 

1917 

387,977 

1,080,470 

2,526,356 

1918 

1.10,691. 

788,007 

1,685,701 

1919 

409,872 

1,031,796 

1,715,363 

1921 

352,472 

713,573 

1,834,928 
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The  table  shows  that  the  increase  in  the  grain  crops  in  1918,  to 
some  extent,  was  attained  at  the  expense  of  hay.  The  grain  of  1918 
was  also,  in  part,  of  inferior  quality.  Considering  that  compul- 
sory  grain  growing  meant  serious  interference  with  the  previously 
planned  rotation  of  crops,  and  that  the  agreement  with  America 
secured  a supply  of  300,000  tons  of  bread  grains  besides  maize  and 
other  fodders,  compulsory  cultivation  can  hardly  be  called  a success. 

Six  months  before  the  inauguration  of  rationing  Norway  had 
already  resorted  to  comprehensive  price  regulation. 

In  Chapter  II  it  has  been  told  how  the  Food  Commission,  just 
after  the  outbreak  of  the  War,  had  introduced  certain  maximum 
prices,  but  that  they  were  not  in  force  for  more  than  a month.  Later 
on  the  Food  Commission  twice  fixed  temporary  maximum  prices 
when,  for  some  reason,  an  incidental  and  transitory  scarcity  arose 
in  the  supply  of  special  articles.  Mr.  Vik  tried  in  the  fall  of  1916 
to  introduce  a system  of  local  maximum  prices,  which  were  fixed  by 
the  food  councils  of  the  parishes.  The  result  was  general  confusion, 
and  the  local  maximum  prices  were  soon  done  away  with.  Hence,  in 
the  summer  of  1917,  there  were  left  only  maximum  prices  for  the 
fish  ])roducts  included  in  the  Fish  Agreement  and  for  milk  and 
cream.  The  new  s}'stem  of  price  regulation  was  inaugurated  by  a law 
of  July  6,  1917,  which  permitted  the  Government  to  give  instruc- 
tions concerning  the  sale  of  goods  and  the  profits  received.  With  this 
j)rovision  at  its  back  a newly  established  Price  Board  made  efforts  to 
combat  the  general  rise  in  prices.  x\t  that  juncture,  however,  cur- 
rency infiation  was  in  full  swing,  and  measures  aiming  at  a regula- 
tion of  prices  were  accordingly  a failure  in  principle.  The  results  of 
])i'ice  regulating  also  ])roved  to  be  most  disappointing. 

The  first  step  of  the  Price  Board  was  to  forbid  trade  organiza- 
tions to  issue  price  quotations  binding  on  their  members.  The  result 
was  that  merchants  immcdiateh’  stopped  publishing  price  quota- 
tions, and  in  a few  days  the  prices  of  some  important  things  rose 
more  than  100  per  cent.  The  Price  Board  then  took  another  course. 
It  set  limits  to  the  average  selling  })rofits  in  the  several  trading 
branches,  a procedure  which  caused  innumerable  conflicts  without 
being  able  to  check  the  rise  in  prices. 

At  the  same  time  new  maximum  ])rices  were  fixed  for  milk,  cream, 
butter,  and  cheese,  and  for  hay,  straw,  and  chopped  straw.  For 
dairy  butter  the  maximum  price  to  begin  with  was  fixed  at  kr.  5.10 
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per  kilogram.  Butter  producers,  however,  found  the  price  so  low 
that  they  no  longer  had  any  interest  in  putting  it  on  the  market. 
Butter  supplies  immediately  stopped  entirely,  and  from  the  hegin- 
ning  of  1918  it  was  impossible  to  buy  a kilogram  at  the  maximum 
price.  People  in  the  towns  who  wanted  butter  had  to  make  excursions 
to  farms  in  the  countx’y  districts  and  buy  at  exorbitant  j)rices.  Ulti- 
mately the  authorities  were  even  unable  to  procure  butter  for  the  hos- 
pitals and  the  sick.  The  Price  Board,  naturally,  and  at  a very  early 
stage,  must  have  been  aw'are  that  it  was  carrying  on  a foolish  policy 
in  this  respect.  By  political  economists  it  was  also  strongly  em- 
phasized that  the  fixing  of  maximum  prices  for  goods  which  were 
subject  to  continuous  production  and  daily  sale  was  contrary  to 
economic  laws.  However,  the  authorities  would  listen  neither  to  com- 
plaints nor  to  theories.  They  stuck  to  their  ground.  On  March  15 
the  Food  IMinistry  even  prohibited  all  consignments  of  butter  to 
others  than  the  food  councils.  Any  child  could  understand  that  it 
was  impossible  to  maintain  such  a prohibition.  It  was  continually 
evaded,  prices  rising  to  kr.  20  and  kr.  30  a kilogram.  But  the  worst 
effect  of  the  official  butter  policy  was  that  it  contributed  to  break 
down  respect  for  authority  and  obedience  to  law. 

At  the  beginning  of  price  regulating  it  was  the  acknowledged 
sup|)osition  that  it  should  only  be  applied  during  the  actual  war 
period.  It  proved,  however,  that  the  Price  Board  had  acquired  a 
})osition  of  power  and  it  succeeded  in  maintaining  its  activities  even 
down  to  1926. 

As  mentioned,  simultaneously  with  the  passing  of  the  law  for  the 
regulating  of  prices  a system  of  maximum  freight  rates  was  inaugu- 
rated. The  main  lines  of  this  system  had  been  drawn  up  by  the  pro- 
fessor of  economics.  Dr.  Oskar  Jaeger,  who  had  been  in  charge  of  the 
preparation  of  the  law.  In  accordance  with  similar  arrangements 
in  Great  Britain  and  Holland,  a special  board  obtained  the  right  to 
requisition  the  tonnage  which  was  required  for  the  inq)ort  of  neces- 
saries; and  maximum  freight  rates  were  fixed  for  the  ships  com- 
mandeered. The  loss  was  not,  however,  to  fall  on  the  owners,  who 
w^re  kept  from  benefiting  by  the  high  market  rates,  but  was  j)ro- 
rated  on  all  shipowners  according  to  their  registered  tonnage.  This 
innovation  of  Dr.  Jaeger  entirely  changed  the  character  of  the 
requisitions,  making  them  a sort  of  sjxecial  tax. 

Also,  in  a third  sphere,  the  process  of  price  building  was  influ- 


382 


NORWAY  AND  THE  WORLD  WAR 


enced  by  legislation,  in  as  much  as  the  regulation  of  house  rents 
was  inaugurated.  The  first  step  was  taken  on  December  17,  1915,  in 
an  emergency  law  conferring  upon  the  town  councils  the  right  to 
fix  maximum  rents  for  flats  of  not  more  than  three  rooms  and 
kitchen,  maid’s  room  included.  The  district  corporation  in  thickly 
populated  country  parishes  obtained  the  same  right.  For  this  emer- 
gency law  there  was  substituted  a law  of  May  10,  1916,  bestowing 
upon  the  town  councils,  respectively,  and  the  district  corporations, 
jjower  to  appoint  committees  to  fix  all  house  rents  according  to  the 
provisions  of  the  law.  Finally,  on  December  11,  1917,  a more  de- 
tailed law  was  passed,  giving  tenants  a number  of  new  privileges. 

It  must  be  admitted  that  when  these  rent  regulations  were  pub- 
lished housing  conditions  were  such  that  it  was  most  desirable  in 
some  way  to  afford  protection  to  tenants.  Even  in  pre-war  years 
there  was  a scarcity  of  house  room  in  the  large  towns,  especially  in 
Christiania ; and  various  circumstances  had  caused  a big  increase  in 
the  demand  for  house  room  during  the  War.  People  crowded  into 
the  towns  from  the  country  districts,  as  they  generally  do  in  years 
of  economic  prosperity.  Christiania  had  to  house  several  thousand 
foreign  refugees.  The  many  new  industries  and  the  great  expansion 
of  public  activities  led  to  an  increased  demand  for  offices.  The  in- 
creasing incomes  created  a wish  among  many  peoj^le  to  improve  their 
standard  of  living.  And  many  marriages  took  place. 

The  fault  in  the  new  legislation  for  the  regulating  of  house  rents 
was,  however,  that  consideration  was  only  given  to  the  temporary 
interests  of  the  tenants,  while  nothing  was  done  to  encourage  the 
building  of  new  houses.  As  so  often,  both  in  legislation  and  science, 
statics  instead  of  dynamics  were  thought  of.  The  result  was  complete 
stagnation  in  house  building.  During  the  War  almost  no  new  houses 
were  erected  other  than  the  palaces  of  the  new  millionaires. 

Among  war-time  social  provisions  we  shall,  finally,  mention  alco- 
hol legislation. 

As  stated  in  Cha])ter  II  some  temporary  measures  regarding 
the  production  and  sale  of  alcohol  were  taken  at  the  outbreak  of  the 
^Var.  T he  real  initiating  of  a systematic  ])olicy  in  this  field  dates, 
however,  from  1915.  A law  of  August  20,  1915,  prescribed  that  the 
Government  under  extraordinary  circumstances,  and  in  order  to 
[)romote  the  maintenance  of  })ublic  ]>eace  and  order,  could  tempo- 
i-arily  forbid  the  ini2)ort  of  alcohol  from  abroad  and  the  handling 
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of  it  within  the  country.  The  Government  made  use  of  this  power  to 
enforce  total  prohibition  during  the  Christmas  season  of  1916.  This 
measure  was  an  undisputed  success,  and  the  prohibition  was  then 
prolonged  until  the  matter  had  been  dealt  with  by  the  Storthing.  At 
the  moment  when  the  discussion  in  the  National  Assembly  took  place 
the  seriousness  of  the  war  situation  had  become  clearer  than  ever 
before,  and,  at  the  same  time,  a scarcity  of  food  was  expected.  The 
opinion  then  was  that  it  would  be  right  for  the  people  temporarily 
to  give  up  strong  drink.  a law  of  May  25,  1917,  which  was  passed 
unanimously,  the  Government  was  emj)owered  in  war-time,  when 
])i’ices  were  excessive,  and  under  similar  extraordinary  conditions,  to 
])rohibit  the  import  of  and  traffic  in  spirits  and  other  intoxicating 
drinks.  The  same  day  the  law  was  sanctioned  prohibition  was 
brought  into  force  for  all  beverages  containing  over  15  per  cent  of 
alcohol.  By  an  ordinance  of  June  28  the  limit  was  fixed  at  12  per 
cent.  Simultaneously  a prohibition  was  imposed  upon  the  grades  of 
beer  which  were  in  general  use,  and  the  breweries  were  compelled  to 
])roduce  other  grades  ])ractically  free  from  alcohol. 

'The  alcohol  legislation  during  war-time  was  among  the  least  dis- 
puted measures  passed  by  the  State  authorities.  It  was  not  until  the 
question  was  raised  of  war-time  prohibition  being  made  permanent 
that  a struggle  began,  and  from  that  time  dated  the  great  difficulties 
of  enforcement.  The  history  of  the  conflict  over  prohibition  belongs 
to  the  post-war  period. 

'Tlie  measures  taken  by  the  State  authorities  in  the  last  two  years 
of  the  War  have,  as  a whole,  been  taken  to  be  manifestations  of  a 
socialistic,  semi-socialistic,  or  even  communistic,  policy. 

None  of  these  designations  seems  suitable.  Not  in  any  of  the 
numerous  official  documents  of  the  war  }"ears  is  it  possible  to  find  in- 
dications of  socialistic  or  communistic  ideas  in  o-overnment.  The  fact 

o 

was  simply  that  the  controllers  of  Norwegian  ])olicy  during  the  War 
did  not  work  in  accordance  with  any  theoretical  systems;  it  was 
far  from  them  ever  to  lapse  into  thinking  theoretically.  They  merely 
took  up  the  different  problems  which  were  presented  to  them  in  the 
course  of  events.  It  would  be  nearer  to  the  truth  to  say  that  every 
time  a new  problem  cropped  up  they  ci’eated  a particular  agency  to 
deal  with  it. 

But  the  Government  was  not  especially  anxious  that  these  new 
agencies  should  belong  to  the  State.  On  the  contrary,  it  even  tried  to 
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escape  this.  Thus  import  arrangements  were  left  in  the  hands  of  the 
branch  associations  as  long  as  possible.  So  far  from  the  Government 
endeavoring  to  concentrate  all  authority  in  the  State’s  own  bureaus, 
it  conferred  far-reaching  authoritative  powers  upon  private  institu- 
tions. The  Shipowners’  Association,  during  the  making  of  the  Ton- 
nage Agreement,  was  empowered  to  make  decisions  in  matters  which, 
according  to  constitutional  custom,  belonged  to  the  absolute  sphere 
of  government  administration.  When,  ultimately,  import  “Centrals” 
were  established  by  the  State,  this  was  a result  of  developments  out- 
side the  country,  a natural  consequence  of  the  introduction  of  the 
international  compensation  system. 

A similar,  or  even  much  more  marked,  expansion  of  state  power 
had  taken  place  in  the  belligerent  countries.  But  state  control  over 
the  economic  life  of  the  fighting  nations  can  certainly  neither  be 
called  socialistic  nor  communistic.  It  was  militaristic.  Norway’s 
strong  commercial  dependence  on  the  belligerent  countries  finally 
forced  a corresponding  centralization  of  Norwegian  production  and 
trade  as  a remote  but  unmistakable  effect  of  the  same  new  militarism. 

In  so  far  as  the  Government’s  economic  policy  with  this  compul- 
sory concentration,  gradually  assumed  a decided  tendenc}",  this 
might  rather  be  described  as  the  tendency  to  “become  the  consumer’s 
friend.”  Remembering  all  the  difficulties  that  had  to  be  overcome  in 
order  to  ensure  imports,  the  Government  was  tempted  to  feel  itself  to 
be  the  true  guardian  of  the  consumer,  the  exerciser  of  a special  pater- 
nal care.  In  several  cases  this  benevolent  State  interest  also  extended 
to  groups  of  producers.  The  fishermen,  in  particular,  always  found 
willing  listeners  in  the  members  of  the  Government.  It  may  he  per- 
missible in  this  connection  to  recall  that  no  less  than  thirtv-four  of 
the  seventy-four  members  of  the  government  majority  in  the  Na- 
tional Assembly  on  one  certain  occasion  acted  in  the  capacity  of  rep- 
resentatives of  the  fishing  industry. 

The  fact  that  economic  policy  in  the  last  two  years  of  the  War 
may  he  said  to  have  followed  certain  decided  tendencies,  but  was  in 
no  way  managed  according  to  a consistent  plan  mapped  out  before- 
hand, had  this  result,  that  the  organizing  of  the  work  done  took  the 
stamp  of  improvisation  and  coincidence,  and  that  it  was  not  kept 
within  reasonable  limits,  d’he  State  war  bureaus  started  modestly  and 
on  a small  scale.  In  the  last  Avar  years  they  continually  expanded 
until  all  their  activities  had  become  oAerorganized  and  overadmin- 
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istered.  It  might  be  said  tliat  the  State  bureaus  in  1917  and  1918 
augmented  their  number  by  “gemmation.”  In  the  terminology  of 
economics  we  may  be  allowed  to  say  that  state  activities  gradually 
came  to  be  “inflated.” 

Under  normal  conditions  such  an  inflation  of  state  activities 
would  have  been  halted  by  financial  reasons.  The  most  natural  thing 
would  have  been  if,  in  the  years  of  the  War,  a sound  checking  of  the 
tendency  to  inflation  had  come  from  the  financial  authorities.  Rut 
the  Ministry  of  Finance  soon  lost  any  control  of  these  new  and  wide- 
spreading  state  activities.  Hence  the  country,  during  the  War, 
drifted  into  financial  disruption. 


CHAPTER  X 

FINANCIAL  DISRUPTION 


Rv  the  Stortliing  of  August,  lOH,  as  mentioned  in  Chapter  II,  kr. 
15,0()0,0()()  had  been  placed  at  the  disposal  of  the  Government  “for 
such  extraordinary  measures  as  the  present  situation  might  de- 
mand.” At  the  same  time  the  Storthing  resolved  to  give  the  Govern- 
ment full  power  to  take  over — upon  guaranteeing  payment — the 
necessaries  of  life  to  whatever  extent  might  be  found  “urgently 
called  for.”  Some  few  days  earlier  the  Storthing  had  also  given  the 
Government  full  power  to  settle  the  expenditures  connected  with  the 
mobilization  of  the  military  forces. 

Looking  at  this  collectively  there  can  be  no  doubt  as  to  the  extent 
of  its  significance.  The  Government  received  permission  to  use  neces- 
sary means  to  defend  the  country’s  neutrality  and  procure  supplies 
of  the  most  important  articles.  As  an  estimate  of  the  amount  re- 
quired for  these  pur])oses  the  above  sum  of  kr.  15,000,000  was  en- 
tered in  the  current  budget. 

The  Govei'innent,  however,  misconstrued  the  scope  of  the  Stor- 
thing’s action.  It  acted  on  the  supposition  that  the  powers  bestowed 
on  it  were  bestowed  for  the  whole  period  of  the  War.  Therefore,  it 
did  not,  later  on,  ask  the  National  Assembly  to  give  its  approval  to 
the  purchases  it  made  or  the  responsibilities  it  assumed.  This  was, 
in  realit}’,  contrary  to  Norwegian  constitutional  usages,  which  pre- 
scribe that  resolutions  of  this  nature  made  by  the  National  Assembly 
shall  he  valid  for  the  current  financial  }"ear  onl^^  It  was  even  more 
remarkable  that  the  Government  in  subsequent  financial  years  did 
not — as  in  191 1 — ajjply  to  the  Storthing  for  an  approximate  grant 
to  cover  the  ex])enses  of  its  new  State  activities.  In  spite  of  the  fact 
that  the  Norwegian  constitution  expressly  states  that  the  National 
Assembly  shall  grant  the  necessary  sums  for  the  expenditures  of  the 
State,  the  Storthing  was  in  this  way  kept  entirely  in  the  dark  con- 
cerniiiii:  the  financial  side  of  the  actual  war  administration.  The  con- 
se(|uencc  was  that  the  Government  was  able  to  exercise  financial 
])ower  during  the  War  without  being  subjected  to  the  control  which 
otherwise  is  practiced  through  the  making  up  of  the  budget  in  the 
National  Assembly. 
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In  the  first  place,  tlie  onus  for  this  breacli  of  the  fuiulmnental 
principles  of  the  constitution  must  be  laid  upon  tbe  Government, 
which,  as  seen  from  a parliamentary  angle,  was  also  in  a })osition 
to  act  high-handedly,  since  it  was  supported  by  a large  majority 
in  the  National  Assembly.  But  the  odd  tiling  is  that  neither  of  the 
two  Opposition  parties  in  the  Storthing,  the  Social  Democrats  and 
the  Conservatives,  took  any  action  whatever  to  enforce  a more  cor- 
rect method  of  procedure.  Even  in  this  field,  where  criticism  would 
have  been  justified  for  weighty  reasons,  the  Ojiposition  showed  a 
loyalty  which  it  cannot  take  credit  for.  We  are  here  confronted  by 
one  of  the  many  strange  manifestations  of  war  jisychology.  The 
catchword  of  ‘‘'‘Vimion  sacrce”  had  the  effect  of  weakening  that  criti- 
cism which  maintains  a balance  in  the  jiarliamentary  system. 

On  account  of  tlie  method  of  procedure  chosen  the  National  As- 
sembly had  no  chance  to  acquaint  itself  with  the  extraordinary  ex- 
penditures before  the  presentation  of  the  State  accounts.  Thus,  not 
till  January,  1917,  did  it  receive  information  concerning  the  ex- 
jienses  involved  by  the  w-ar  situation  in  the  period  from  July  1, 
1915,  to  June  30,  1916,  and  the  explanation  then  given  was  unsatis- 
factory and  liable  to  be  misunderstood. 

jVll  the  necessary  figures  were  given  for  expenditures  connected 
with  military  and  naval  measures.  These  were,  however,  not  entered 
in  the  accounts  of  the  budget.  It  was  briefly  stated  that  they  wex’e 
“not  entered  in  the  national  accounts  but  debited  directly  to  the 
treasury.”  This  most  mysterious  expression  would  seem  to  mean  that 
the  amount  had  been  covered  by  the  ordinary  current  funds  of  the 
IMinistry  of  Finance.  In  the  so-called  “balance  sheets,”  which  accom- 
])anied  the  budget  estimates,  there  was  also  a department  under  a 
corresponding  head, — “Treasury  Accounts”  (Statskassens  behold- 
ning) — which  showed  steadily  increasing  figures  throughout  the  war 
period.  To  the  general  public  the  figures  under  that  head  were  made 
known  through  the  press  and,  as  very  few  ever  cast  a glance  over 
the  “balance  sheets”  themselves,  nearly  everyone  got  the  impression 
that  during  the  War  great  and  extraordinary  revenues  were  flowing 
in,  and  that  the  expenditures  for  the  military  and  maritime  meas- 
ures were  being  covered  by  that  unexpected  influx.  Even  members 
of  the  National  Assembly  seem  to  have  been  of  this  opinion. 

In  reality,  “Treasury  Accounts”  was  an  exanqile  of  pure  book- 
keeping terminology,  and  what  the  term  stood  for  appeared  in  the 


388 


NORWAY  AND  THE  WORLD  WAR 


balance  sheets  not  as  assets  but  as  liabilities.  It  showed  the  amounts 
that  were  presumably  covered  and  represented  either  b}^  cash  on 
hand  and  in  the  banks,  or  by  “I'eceipts  for  advances,”  that  is,  for 
sums  which  had  been  expended  but  which  had  not  been  voted  by  the 
Storthing.  The  amounts  which  were  received  from  the  loans  were 
also  in  their  entirety  included  under  this  head.  Hence  the  expression 
that  an  expenditure  was  “debited  directly  to  the  Treasury”  did  not 
necessarily  mean  that  it  was  covered  by  available  surpluses.  It  might 
also  mean  tliat  it  was  covered  by  loans.  This  latter  was  actually  true 
in  the  case  of  expenditures  for  military  and  naval  measures  during 
the  War,  which  for  the  four  critical  years  amounted  in  all  to  kr. 
189,000,000. 

Concerning  the  expenditures  for  the  industrial  activities  of  the 
State  during  the  years  of  the  War  no  real  information  was  ever 
given  in  the  national  accounts.  The  disbursements  made  to  the  Food 
Hoard  and  the  IMinistry  of  Industrial  Supplies  were  not  given  in  the 
budget  accounts  but  exclusively  entered  in  the  balance  sheets  as 
“advances.”  The  basis  for  this  was  the  feeling  that  these  sums  were 
not  finally  gone,  inasmuch  as  goods  had  been  bought  with  them,  and 
their  value,  accordingly,  was  recoverable  as  supplies  on  hand.  When- 
ever the  goods  were  sold  the  money  would  come  in  again,  perhaps 
even  witli  a profit  added.  Had,  however,  the  Ministry  of  Finance 
been  faithful  to  this  idea,  it  would  at  least  have  demanded  that  the 
supplies  on  hand  be  valued  at  the  end  of  each  financial  year,  and  all 
inevitable  losses  be  written  off ; the  balance  would  then  have  been  en- 
tered in  the  next  budget  estimates.  The  IMinistry  of  Finance  did 
nothing  of  the  sort.  Not  even  when  peace  was  declared,  and  ever3'one 
knew  that  the  values  of  all  reserve  stocks  of  goods  was  rapidly'  de- 
clining, was  any  such  writing  off  demanded.  It  was  onW  when  the 
State’s  inflated  activities  were  definitel\'  liquidated  that  the  i\Iinistr\' 
of  Finance  was  in  a position  to  judge  whether  there  was  profit  or 
loss.  It  then  developed  that  in  the  various  activities  under  the  Food 
Ministry'  there  had  been,  in  all,  a net  loss  of  about  kr.  235,000,000 — • 
including  losses  on  the  fish  purchases;  and  in  the  activities  under  the 
Ministry  of  Industrial  Supplies  there  had  been  a loss,  in  all,  of  about 
kr.  25,()00,000. 

'J'his  deplorable  result  was,  in  realit\’,  chiefly  due  to  a complete 
lack  of  basic  thinking.  From  the  viewpoint  of  rational  economics, 
one  of  two  methods  could  have  been  chosen  for  the  administration  of 
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the  finances  during  the  War.  Either  all  new  activities  could  have 
been  fitted  into  the  old  frame  as  conveniently  as  was  possible : it  was 
in  this  direction  that  the  decisions  of  the  Storthing  in  1914<  had 
pointed.  The  money  grants  would  then  have  had  to  be  made  in  gen- 
eral but  ample  sums,  and  they  would  clearly  have  made  heavy  de- 
mands on  the  budgetary  balance.  Or  the  State  might  have  set  apart 
the  Food  Hoard  and  the  other  industrial  administrations  as  special 
State  institutions.  They  would  then,  and  once  for  all,  have  been 
granted  a capital  fund  with  obligations  to  j)ay  interest  on  it,  and 
j)ay  it  back  into  the  Treasury  when  and  in  proportion  as  their  ac- 
tivities were  gradually  brought  to  an  end.  In  so  far  as  their  capital 
funds  had  not  proved  adequate,  each  institution  would  have  had  to 
procure  for  itself  a working  capital  through  bank  credits  based  on 
the  security  represented  by  its  supplies  on  hand.  A number  of  Nor- 
wegian ])ublic  institutions  occupy  such  a position.  All  the  savings 
banks,  being  about  five  hundred  in  number,  and  the  mortgage  banks, 
are  institutions  of  this  character.  It  would,  thus,  have  been  quite 
natural  to  settle  upon  such  a form  of  organization.  Several  times  the 
director  of  the  Food  Board,  Mr.  Pedersen,  tried  to  induce  the  Gov- 
ernment to  adopt  the  system ; but  it  was  in  vain. 

Thanks  to  the  irrational  bookkeeping  here  depicted,  the  members 
of  the  National  Assembly  were,  all  along,  under  the  impression  that 
the  finances  were  in  a most  flourishing  state.  Being  deprived  of  any 
knowledge  of  the  latent  losses  they  were  simply  compelled  to  believe 
it,  and  for  good  reason.  For  the  revenues  from  direct  taxation  were 
constantly  growing,  and  in  a surprising  manner. 

Typical  was  the  increase  in  the  ordinary  income  and  property  tax 
receipts,  which  is  shown  in  the  following  figures: 

Revenue  from  Income  arid  Property  Tax. 

1911-1915  kr.  18,714,520.04  1916-1917  kr.  1 16,304,412.43 

1915- 1916  50,127,284.62  1917-1918  150,658,163.59 

By  a law  of  August  17,  1915,  an  extra  tax  had  been  imposed  on 
war  ])rofits.  This  source  of  revenue  was  a still  richer  one,  as  is  seen 
below : 

Revenue  from  Tax  on  War  Profits. 

1916- 1917  kr.  39,625,269.57  1918-1919  kr.  232,120,250.83 

1917- 1918  160,274,771.92  1919-1920  239,138,307.97 


390 


NORWAY  AND  THE  WORLD  WAR 


Finally,  by  the  law  of  February  23,  1916,  a special  tax  was  im- 
posed on  ship  tonnage,  calculated  chiefly  per  gross  ton.  This  tax,  in 
each  of  the  three  periods,  1917-1918,  1918-1919,  and  1919-1920, 
yielded  about  kr.  20,000,000. 

The  government  accounts  which  were  presented,  being  essentially 
incomplete,  accordingly  showed  large  surpluses.  Under  these  cir- 
cumstances the  National  Assembly  not  only  gave  welcome,  though 
insufficient,  war  bonuses  to  State  officials  and  employees,  but  also 
so-called  “grants  to  counteract  the  high  cost  of  living:” — for  1916- 
1917,  kr.  10,000,000;  for  1917-1918,  kr.  81;,000,000 ; and  for  1918- 
1919,  kr.  101,000,000.  These  grants  were,  in  part,  made  directly  to 
the  individual  and,  in  part,  through  the  parish.  They  weakened  the 
finances  of  the  State  without  being  of  any  assistance  worth  mention- 
ing to  the  receivers. 

The  final  results  of  financial  developments  during  the  War  will 
be  seen  from  the  statements  showing  the  growth  of  the  national  debt. 
They  are  given  below  according  to  the  latest  publications  of  the  Sta- 
tistic Central  Bureau.  All  figures  are  calculated  at  the  par  value  of 
the  krone : 


The  National  Debt. 
(in  thousands  of  kroner) 


As  of  June  30,  191  f 

357,300 

June  30,  1921 

1,190,500 

1915 

421,300 

1922 

1,282,000 

19K) 

422,900 

1923 

1,394,000 

1917 

455,500 

1924 

1,549,900 

1918 

730,600 

1925 

1,731,600 

1919 

1,008,000 

1926 

1,610,600 

1920 

1,129,600 

1927 

1,568,400 

CHAPTER  XI 

THE  WAR  CYCLE  AND  CURRENCY  INFLATION 


Observations  have  made  it  clear  that  the  periodicities  of  business 
life  ill  Eurojie  and  America  showed  a striking  regularity  in  the  years 
between  1815  and  1899.  The  theories  of  business  cycles  have  been 
based  on  these  observations.  Almost  without  exception  they  have 
tended  to  explain  the  cause  of  “regular  industrial  fluctuations”  and 
“cyclical  oscillations.” 

To  conceptions  connected  with  this  traditional  way  of  thinking 
the  war  cycle  falls  outside  the  series  of  events  which  are  of  theoreti- 
cal interest.  On  the  whole,  it  does  not  fall  in  with  any  scheme  of  regu- 
lar movements.  It  stands  by  itself,  an  outside  phenomenon,  which 
cannot  be  of  any  help  in  the  solving  of  the  problem. 

'Lhe  traditional  treatment  of  business  cycles  tries,  however,  to 
explain  the  causation  of  two  different  phenomena,  viz.,  to  explain 
why  there  exist  fluctuations  in  human  business,  and  why  these  fluc- 
tuations within  a certain  space  of  time  have  followed  an  unmistak- 
ably regular  course.  If  the  problem  is  split  up  in  this  way  the  war 
cycle  is  seen  to  be  of  particular  interest  just  because  it  breaks 
through  that  traditional  regularity  of  business  oscillations. 

Norway,  in  the  3^ears  directly  preceding  the  outbreak  of  the 
World  W ar,  had  a period  of  prosperity,  with  growing  business  ini- 
tiative and  increasing  wealth.  But  there  occurred  no  boom  in  the 
stock  market  and  no  sudden  rise  in  prices  to  make  it  difficult  for 
people  on  fixed  salaries  to  keep  up  their  standard  of  living. 

August,  1911,  indicates  the  first  new  phase  in  the  development  of 
the  cycle.  That  month  shows  the  following  characteristics:  prices 
rise  greatR,  especially  those  of  necessaries.  Inward  freights  rise  still 
higher.  A tremendous  pressure  on  cash  payments  and  foreign  cur- 
rencies is  felt.  The  Norges  Bank’s  circulation  of  notes  increases 
from  kr.  123,730,000  at  the  end  of  July  to  kr.  152,000,000  as  per 
August  7.  d'he  rates  of  exchange  rise  high  above  the  bullion  points 
of  the  previous  Gold  Standard.  The  pound  goes  up  from  kr.  18.27 
at  the  end  of  July  to  kr.  18.50  on  September  1.  Simultaneously,  or- 
ders are  canceled  and  factories  close.  Much  unemployment  develops. 
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In  our  first  and  second  chapters  the  course  of  events  in  this  phase 
of  the  cycle  is  described  in  detail. 

^Vhat  makes  these  data  interesting  is  the  fact  that  they  represent 
a synchronism  between  phenomena  which  generally  are  not  corre- 
lated and  which,  according  to  several  theories  of  crises,  cannot  be 
correlated.  An  incipient  rise  in  prices  usually  means  increased  ac- 
tivity, while  the  price  boom  in  August,  1914,  was  immediately  fol- 
lowed by  depression.  The  explanation  is  of  a purely  psychological 
nature.  The  dominating  feeling  in  August,  1914,  was  anxiety  for 
the  future.  Rut  anxiety  for  the  future  at  the  same  time  induces  con- 
sumers to  increase  their  demands  for  necessary  articles  and  the  pro- 
ducers to  boat  their  oars.  The  phenomenon  is  of  considerable  interest 
because  it  illustrates  to  what  degree  the  general  business  cycle  is 
conditional  upon  psychological  factors. 

IVhen  the  panic  was  over  prices  again  fell.  The  note  circulation, 
however,  continued  to  be  high  throughout  the  fall.  But  gradually 
jjaper  issued  in  the  critical  weeks  came  back  again ; and  in  January, 
1915,  the  note  circulation  had  gone  down  to  about  the  same  level  as 
in  July. 

In  1915  came  the  next  phase  in  the  war  cycle.  The  most  charac- 
teristic feature  of  this  period  is  the  fact  that  business  men  were  in 
a position  to  make  the  most  of  the  economic  possibilities  which  the 
War  offered  without,  to  any  great  extent,  being  repressed  or  im- 
])cded  by  State  interferences,  either  abroad  or  in  Norway.  This  was 
the  period  of  unrestricted  prosperity. 

This  jjeriod  is  described  in  the  previous  chapters,  particularly 
Chapter  III.  Merchants  enjoyed  the  benefit  of  being  able  to  sell 
to  both  belligerent  groups.  Shipowners  made  much  money;  gross 
freight  revenue  from  foreign  trade  amounted  to  kr.  474,500,000, 
as  compared  with  kr.  211,500,000  in  1914.  The  mines  had  an  excel- 
lent year ; the  fisheries  profited  by  the  German  purchases ; and  farm- 
ing went  on  in  the  shelter  of  the  high  prices  of  imported  cei’eals, 
which  was  a result  of  the  increase  in  liomeward  bound  freights. 

'I'hese  events  brought  about  a turning  ])oint  in  foreign  exchanges. 
In  the  days  between  March  5 and  March  9 sterling  reached  kr.  19.61 
and  the  dollar,  kr.  3. 87.  They  very  quickly  reacted.  Sterling  went 
back  to  gold  j)arity,  kr.  18.16  on  August  30,  1915,  and  the  dollar  to 
its  old  gold  level,  kr.  3.73  on  November  20.  At  the  end  of  the  year 
sterling  was  (juoted  at  kr.  17.35  and  the  dollar  at  kr.  3.70. 
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Simultaneously,  the  circulation  of  notes  again  began  to  increase. 
In  April,  1915,  it  had  reached  the  level  of  August,  1911;  in  Decem- 
ber, 1915,  it  was  kr.  162,210,000.  There  is  hardly  any  doubt  that 
this  increase  was  a result  of  the  growth  of  foreign  markets.  In  the 
last  nine  months  of  the  year,  in  particular,  there  was  a steadily  in- 
creasing demand  for  Norwegian  kroner  from  abroad.  Norwegian 
shipowners  and  exporters  considered  it  safest  to  take  home  the 
money  earned  in  foreign  countries.  And  foreign  importers  had  to 
take  upon  themselves  the  obligation  to  pay  in  kroner  for  their  pur- 
chases from  Norway.  If  the  Norges  Rank  had  not  covered  a part  of 
the  great  demand  for  kroner  by  issuing  new  notes,  the  result,  in  the 
first  ])lace,  would  have  been  that  the  rates  on  Norwegian  notes, 
checks,  and  bank  deposits  would  have  risen  still  further.  In  the  sec- 
ond ])lace,  the  result  woidd  also,  in  this  case,  })robably  have  been  an 
increase  in  the  circulation  of  notes.  This  is  coherent  with  the  provi- 
sions in  the  Norwegian  Gold  Standard  Act  of  18T5. 

The  monetary  system  in  Norway  from  the  seventies  to  1914t  was 
a ])ure  gold  standard.  The  bank  of  issue  was  obliged  to  exchange 
gold  for  notes  and  notes  for  gold  at  a fixed  price  of  kr.  2,l!80  per 
kilogram  of  fine  gold;  from  gold  purchases,  however,  a commission 
of  hi  per  cent  for  mintage  expenses  could  be  deducted.  Resides, 
anyone  could  demand  the  assaying  and  coining  of  the  gold  he  de- 
livered to  the  Mint.  The  redemption  of  notes  had  been  suspended  in 
August,  1911,  but  the  obligation  of  the  Rank  to  buy  gold  at  a fixed 
price  and  the  mintage  obligations  still  held  good.  When  then,  on  the 
whole,  the  price  of  Norwegian  paper  money  and  Norwegian  circu- 
lating credit  could,  for  months,  remain  above  the  point  at  which  it 
would  be  profitable  to  foreign  debtors  to  pay  in  gold,  this  was  due 
to  the  prohibitions  on  private  exports  of  gold  which  were  generally 
introduced  at  the  outbreak  of  the  War,  and  the  disinclination  of  the 
different  foreign  banks  of  issue  to  export  gold.  There  is,  however, 
every  reason  to  believe  that  if  the  Norges  Rank,  in  1915,  had  not 
expanded  its  note  circulation,  the  difference  between  the  rates  of 
Norwegian  paper  money  and  its  legal  value  in  gold  would  soon  have 
become  so  great  that  the  foreign  banks  of  issue  no  longer  would 
have  continued  to  buy  Norwegian  paper  money  on  the  exchange 
market,  but  would  have  overcome  their  disinclination  to  ex])ort  gold 
and  resorted  to  large  remittances  of  bullion,  thus  forcing  the  Norges 
Rank  to  issue  great  sums  in  notes  in  order  to  pay  for  the  gold  at  the 
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legal  price.  Even  with  the  check  to  the  rise  in  the  foreign  value  of 
kroner  which  had  been  caused  by  inflation,  Norwegian  paper  money, 
at  the  beginning  of  1916,  had  reached  such  a level  that  large  quanti- 
ties of  gold  began  to  flow  into  the  vaults  of  the  Norges  Rank. 

The  monetary  system  itself  could,  however,  be  altered. 

In  Sweden,  which  had  the  same  system,  a suggestion  in  that  direc- 
tion was  made  toward  the  end  of  1915  by  the  professor  of  economics, 
IMr.  David  Davidson.  His  views  were  soon  accepted  by  the  Swedish 
authorities.  On  February  8,  1916,  a law  was  passed  empowering  the 
Swedish  Government  temporarily  to  release  the  Riksbank  from  its 
obligation  to  buy  gold,  and  to  cancel  the  statute  by  which  ever}mne 
had  a right  to  bring  bullion  to  the  Mint  to  have  it  a.ssa}'ed,  coined, 
and  delivered.  At  a meeting  in  Stockholm  on  Februar}^  23  and  24, 
1916,  between  the  directors  of  the  three  Scandinavian  banks  of  issue, 
the  Norwegian  and  Danish  National  Ranks  declared  that  they  would 
act  in  good  faith  toward  the  Swedish  “gold  blockade”  and  not  make 
use  of  pi’evious  agreements  between  the  banks  to  handicap  it. 

Outside  the  small  circle  of  economists  the  people  in  Norway  were 
not,  to  begin  with,  inclined  to  accept  the  idea  of  a gold  blockade. 
Rut,  at  the  same  time,  they  feared  that  if  Norway  did  not  follow 
Sweden’s  example  our  krone  would  acquire  a much  lower  interna- 
tional value  than  the  Swedish.  Rusiness  men  were,  indeed,  surprised 
that  anyone  could  dream  of  refusing  to  accej)t  gold,  which  certainly 
was  “the  most  valuable  of  all  commodities.”  Rut  in  answer  to  this  be- 
lief it  was  ])ossible  to  rej)ly  that  the  gold  blockade  did  not  contain  any 
])rohibition  against  buying  gold;  it  did  away  only  with  the  obliga- 
tion to  buy  it  at  a fixed  price ; it  could  even  be  said  that  the  gold 
blockade  would  make  it  possible  for  the  bank  of  issue  to  buy  gold  for 
a smaller  amount  in  paper  kroner  than  before,  in  other  words  more 
chea])ly.  So  far  as  the  directors  of  the  Norges  Rank  were  concerned, 
originallv  they  took  the  same  attitude  as  the  public.  Rut  as  the  in- 
flux of  gold  continued,  on  March  30  the  board  of  directors  sent  a 
communication  to  the  Government  to  say  that  the  Rank  itself  ought 
to  be  ])ermitted  to  decide  “how  great  the  augmentation  of  the  gold 
reserve  should  be.”  The  result  of  this  communication  was  a law 
])assed  on  April  15,  1916,  which  inaugurated  the  gold  blockade  in 
the  same  shape  as  it  had  taken  in  Sweden. 

d'he  directors  of  the  Norges  Rank  were  now,  theoretically,  in  a 
position  to  keep  the  influx  of  gold  from  bringing  about  inflation  of 
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the  Norwegian  krone.  They  had,  however,  to  reineinher  the  fact  that 
the  refusal  of  foreign  gold  would  have  the  effect  of  increasing  the 
external  value  of  the  krone  still  further.  In  each  single  instance  they, 
therefore,  had  the  choice  between  continued  inflation  or  a continued 
increase  in  the  external  value  of  the  krone,  if  they  did  not  take  steps 
to  start  a Norwegian  contra-demand  for  foreign  currency.  Rut  the 
latter  course  would  have  had  all  the  inducements.  Norway  had  an 
unfavorable  capital  balance  abroad.  Her  State  loans  had,  almost 
without  exception,  been  raised  there,  and  her  bonds  were  chiefly  in 
foreign  hands.  A s}'stematic  buying  back  of  Norwegian  State  bonds 
and  other  debentures  would  undoubtedly  have  been  the  most  correct 
economic  policy  to  adopt.  To  some  extent  private  Norwegian  capi- 
talists followed  this  course.  Rut  the  board  of  the  Norges  Rank  did 
not  endeavor  to  organize  such  repurchases,  and  the  IMinister  of 
F’inance  was  blind  to  the  fact  that  the  increasing  State  revenues  in 
1916  would  here  have  found  their  most  advantageous  use. 

The  Roard  of  the  Norges  Rank  did  not  seem  at  all  to  have  realized 
that  Norway  no  longer  had  any  gold  standard,  but  a “free  cur- 
rency,” a purely  nominal  standard,  and  that  they  themselves  no 
longer  were  only  the  directors  of  a private  bank  exercising  its  privi- 
leges to  the  common  profit  of  their  bank  and  their  country.  They 
were  also  a public  authority  which  daily  fixed  the  value  of  the  coun- 
try’s legal  tender.  Ignorant  of  their  highest  duties  as  they  were,  they 
based  their  j)olicy,  to  all  Intents  and  purposes,  on  the  principle  of 
j)rivate  banking. 

d'his  was  particularly  apparent  in  their  discount  policy.  In  the 
gold  standard  ]jeriod  the  Roard  of  Directors  had  always  been  in 
the  position,  without  hurting  the  public  interests,  of  being  able  to 
consider  the  balance  sheet  of  the  Norg;es  Rank  at  a ffiven  moment 
as  an  adequate  l)asis  for  an  estimate  of  the  desirable  bank  rate.  Un- 
der the  nominal  standard  this  criterion  was  no  longer  sufficient.  It 
could  quite  easily  happen  that  even  if  the  krone  was  high  and  there 
existed  a surplus  of  capital  in  the  market,  a high  bank  rate  would 
be  best.  Such  a situation  had  actually  occurred  in  1915.  The  strong 
demand  for  Norwegian  kroner  on  exchanges  forced  up  both  the 
krone  and  the  volume  of  notes  at  the  same  time.  This  means  that  a 
momentary  heavy  surplus  in  the  balance  of  payments  resulted  in  a 
richer  capital  market  in  Norway  than  was  desirable  when  the  level 
of  prices  and  the  state  of  production  were  taken  into  account.  In 
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these  circumstances  a high  rate  of  discount  would  have  been  a warn- 
ing to  the  banks  to  take  every  precaution  in  tlie  disposition  of  the 
temporarily  abundant  cajiital  funds,  and  a positive  checking  of  the 
too  numerous  applications  for  loans.  The  board  of  directors  of  the 
Norges  Rank,  however,  simjjly  thought  that  when  the  influx  of  capi- 
tal was  so  strong  it  must,  from  the  viewpoint  of  private  banking,  be 
the  right  thing  to  keep  the  bank  rate  low.  Their  discount  policy 
throughout  the  War  was  in  accordance  with  this  primitive  and 
purely  quantitative  estimation  of  the  principles  of  discount  policy. 
The  bank  rate,  which  from  August  3 to  August  19,  1914<,  had  been 
6Vi>  per  cent,  on  August  20  was  reduced  to  51/2?  and  on  May  26, 
1915,  to  5.  From  December  13,  1915,  to  May  10,  1916,  it  was  again 
increased  to  51/4  per  cent.  But  there  then  followed  remarkable  re- 
ductions in  the  bank  rates.  On  May  11,  1916,  discount  was  reduced 
to  5,  and  on  May  29  even  to  41/2.  On  this  low  level  it  remained  until 
October  18,  1916.  The  only  countr}'  of  commercial  importance 
which  at  that  time  had  a lower  bank  rate  than  Norway  was  the 
United  States. 

This  discount  policy  clearly  favored  speculation  in  shares,  and  the 
starting  of  new  and  often  not  well  founded  enterprises. 

In  the  later  war  period  the  Norges  Bank  maintained  a somewhat 
higher  rate,  thus  from  November  9 to  December  12,  1917,  it  was 
5I/2  per  cent;  from  December  13,  1917,  to  IMay  8,  1919,  6 per  cent; 
and  from  May  9 to  December  17,  1919,  51/4. 

The  fact  that  the  Norges  Bank,  to  such  an  extent,  based  its  policy 
on  the  })rinciples  of  private  banking  ought  to  have  prompted  the 
state  authorities  to  exercise  careful  surveillance  to  see  that  the  Bank 
did  not  abuse  its  position.  Exactly  the  opposite  was  done.  As  men- 
tioned in  the  second  cha])ter  (pp.  295-296)  the  Government,  by  a 
legal  amendment  of  August  18,  1914,  was  given  the  power  to  reduce 
the  extraordinary  royalty  which  the  Norges  Bank  was  to  pay  on  ex- 
ceeding its  limit  of  issue,  and  from  August  19,  1914,  it  was  reduced 
to  “2  ])er  cent  below  the  bank  rate  in  force.”  Inflation  was  thus  ini- 
tiated by  the  State. 

But  this  was  not  all.  In  1916,  while  the  influx  of  gold  was  so  great 
that  the  Norges  Bank,  within  the  limits  of  the  law,  could  expand  its 
circulation  of  notes  continuallv,  the  ^Minister  of  Finance  induced  the 
Storthing  to  ])ass  a law  (Juh^  21,  1916)  augmenting  the  amount  of 
notes  which  the  Norges  Bank  had  a right  to  issue  against  securities 
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from  kr.  4)5,000,000  to  kr.  70,000,000.  In  this  way  the  State  may 
be  said  to  have  advised  the  Norges  Bank  to  carry  on  an  inflation 
policv.  It  is  not  to  he  wondered  that  the  board  of  the  Bank  very 
soon  after  gave  up  all  thought  of  doing  anything  to  check  the  ex- 
pansion of  notes.  In  the  course  of  191G  its  circulation  increased 
gradually  and  steadily  from  kr.  152,14)0,000  at  the  end  of  January 
to  kr.  251,4)50,000  at  the  end  of  December. 

In  this  field,  too,  it  was  the  Fish  Agreement  which  carried  with  it 
the  most  fateful  consequences.  First,  in  August,  1916,  tiie  Govern- 
ment forced  the  Norges  Bank  to  accept,  at  the  old  legal  price  of 
gold,  £500,000  in  bullion  in  pa3unent  for  a number  of  previous  fish 
purchases;  the  corresponding  sum  was  issued  in  new  notes.  Sec- 
ond, the  Government  induced  the  Norges  Bank  to  make  advances 
on  current  account  for  the  British  Government,  in  order  to  finance 
the  purchases  which  took  place  in  accordance  with  the  Fish  Agree- 
ment. J’hese  advances,  as  per  July  1,  1918,  rose  to  the  sum  of  kr. 
151,000,000.  An  examination  of  the  successive  balance  sheets  of  the 
Norges  Bank  shows  that  no  small  part  of  this  loan  was  issued  in 
new  paper  money.  The  financing  of  a loan  operation  with  this  object 
would,  indeed,  have  been  a matter  for  the  private  hanks,  which  in 
1916,  as  a matter  of  fact,  had  a superfluity  of  means  at  their  dis- 
])osal.  That  the  Government  nevertheless  left  the  affair  to  the 
Norges  Bank  proves  its  complete  lack  of  understanding  of  the  con- 
nection between  banking  operations  and  mone^"  policy.  In  the  third 
place,  the  credit  for  the  fish  purchases  drew  with  it  loans  to  other 
foreign  countries.  When  the  Germans  learned  of  the  transaction 
they,  too,  demanded  permission  to  obtain  a loan  from  the  Norges 
Bank.  Besides  the  fish  loan  the  Norges  Bank  was  obliged  to  lend  in 
all  kr.  64),()00,00()  to  foreign  countries  during  the  War,  each  of 
these  loans  having  some  effect  upon  the  issuing  of  bank  notes.  The 
Government  ought  to  have  allowed  private  banks  to  negotiate  all 
loans  of  this  nature. 

J'he  Government’s  own  demands  were  another  strain  on  the 
Norges  Bank.  In  sjnte  of  the  huge  revenues  of  the  State  during  the 

ar  the  account  of  the  IMinistry  of  Finance  was  continually  over- 
drawn. This  was  a consequence  of  the  deplorable  way  in  which  the 
financing  of  the  emergency  institutions  had  been  arranged.  The 
Norges  Bank’s  note  circulation,  which  at  the  end  of  July,  1914),  had 
been  kr.  123,700,000  was,  at  the  end  of  1915,  kr.  162,200,000;  at 
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the  end  of  December,  1916,  hr.  215,500,000;  at  the  end  of  1917,  kr. 
326,300,000;  and  at  the  end  of  1918,  kr.  136,200,000.  The  maxi- 
mum was  reached  in  December,  1920,  with  kr.  182,600,000. 

Tills  immense  increase  in  the  circulation  of  paper  money  natu- 
rally could  not  have  taken  place  if  the  Norges  Bank  had  not,  time 
after  time,  exceeded  its  maximum  right  of  issue  by  large  amounts. 
According  to  the  weekly  report  for  December  23,  1918,  the  excess 
figure  was  then  kr.  196,100,000.  By  a revision  of  the  law  in  1920 
the  right  to  issue  notes  against  securities  was  increased  from  70  to 
250  million  kroner.  At  the  same  time  it  was  provided  that  any  notes 
issued  in  excess  of  that  amount  were  to  be  covered  by  gold  coin  or 
gold  bullion  in  the  vaults,  the  Bank  thus  losing  its  right  to  issue 
notes  in  jiart  on  its  gold  abroad. 

I land  in  hand  with  the  inflation  of  the  krone,  wholesale  prices  rose 
continually  during  the  War.  With  prices  from  December,  1913,  to 
June,  1911,  as  a base,  the  index  made  by  the  Oekonomisk  Revue  gives 
us  for  December,  1911,  a level  of  115,  for  December,  1915,  159,  for 
December,  1916,  233,  for  December,  1917,  311,  and  for  December, 
1918,  377.  The  maximum  was  reached  in  September,  1920,  with  125. 
’’I’lie  cost  of  living  slowly  followed  suit.  The  official  index,  using  JuW, 
1911,  as  a base,  gave  for  December,  1917,  225,  and  was,  at  the  end 
of  the  War,  260 ; the  high  point  in  the  cost  of  living  came  in  Novem- 
ber and  December,  1920,  with  335. 

It  is  clear  that  these  developments  were,  to  a great  extent,  bound 
to  affect  the  activity  of  the  banks.  The  war  3'ears  also  brought  a 
credit  inflation.  The  following  table  taken  from  the  statistics  of  the 
})rivate  banks  between  1913  and  1919  gives  figures  which  are  most 
characteristic.  All  sums  are  in  millions  of  kroner. 


Number  of 
private  hanks 

Paid-up 
share  capital 

Deposits 

Loans  on 
current  credit 

Dec.  ai,  1913 

116 

70 

692 

323 

1911 

119 

76 

630 

319 

191.5 

122 

83 

855 

506 

191(5 

138 

173 

1,-111 

1,096 

1917 

160 

311 

2,200 

1,791 

1918 

193 

510 

2,720 

2,137 

1919 

195 

518 

2.972 

2,711 

'I'he  Savings  Banks  deposits  also  increased  greath’.  This  appears 
from  the  following  figures,  in  millions. 
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Savings  Hanks  Deposits,  1914.-1919. 


Dec.  31,1914.  (53G 


Dec.  31,  1917  1,244 


1915  723 

1916  952 


1918  1,566 

1919  1,838 


Naturally,  such  great  increases  in  deposits  and  capital  in  the 
course  of  a few  years  confronted  the  controllers  of  the  banks  with 
the  greatest  difficulties.  The  new  and  enormous  deposits  had  to  be 
invested  in  order  to  yield  interest.  This  was  at  a juncture  when  it 
was  difficult,  if  not  impossible,  to  procure  the  necessary  raw  materi- 
als and  machinery  for  new  factories  and  workshops,  when  normal 
trade  was  steadily  dwindling  on  account  of  restrictions,  and  when 
temporary  enterprises,  set  going  with  the  aim  of  making  the  most  of 
the  war  cycle  itself,  were  attended  by  very  great  risks.  The  last  re- 
sort seemed  to  be  investments  abroad.  But,  so  long  as  the  upshot  of 
the  W ar  was  doubtful,  there  was  a risk  in  taking  this  course.  Capi- 
tal which  in  those  }'ears  was  invested  in  Germany  and  Russia  was, 
later,  almost  completely  lost. 

Under  these  circumstances  it  was  only  natural  that  the  banks 
loaned  increasing  amounts  for  the  speculative  purchase  of  stocks. 
To  a growing  extent,  even  stocks  bought  with  loans  were  given  as 
sole  security. 

It  was  particularly  a question  of  speculation  in  shipping  stocks. 
At  first,  too,  the  ])rospects  in  that  field  were  excellent,  for  Norwegian 
shipping  stocks,  in  the  months  before  the  outbreak  of  the  War,  were 
very  low  in  relation  to  the  dividends  paid  in  recent  years.  But  after 
a time  the  purchase  of  such  stocks  became  growingly  dangerous. 
Approaching  increases  in  freights  were  discounted  far  in  advance. 
Tools  were  organized  by  speculators  who  began  to  boom  certain 
stocks  when  there  was  no  real  reason  for  a rise  in  their  market  value. 
In  1917  and  1918  the  Norwegian  stock  market  by  degrees  developed 
all  the  evils  which  usually  are  connected  with  excessive  speculation 
on  the  Stock  Exchange.  Inexperienced  speculators  were  continually 
being  drawn  in,  and  when  the  turning  point  came  it  was  not,  by  any 
means,  only  the  more  or  less  professional  speculators  who  suffered, 
but  all  clas.ses  of  the  population. 

To  illustrate  the  movements  of  the  Stock  I^lxchange  in  the  years 
of  the  War  an  index  for  stocks  and  another  for  bonds  have  been 
worked  out  in  detail.^  They  have  been  carried  up  to  and  include 

^ .See  Norwegian  edition. 
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December,  1926.  Both  indexes  were  constructed  with  regard  to  the 
importance  each  individual  group  of  stocks  had  attained  in  the  capi- 
tal market.  The  index  of  stocks  is  based  upon  quotations  in  Christi- 
ania— later,  Oslo — for  101  issues,  viz.,  industrial  stocks,  36;  ship- 
ping, 29  ; banks,  11 ; insurance,  14  ; whaling,  6 ; transport,  3 ; hotels, 
1 ; and  newspapers,  1 — the  last  five  being  grouped  as  “sundries.” 
The  index  for  bonds  is  based  upon  the  quotations  for  37  issues.  Of 
these  there  were  13  series  of  municipal  bonds,  3 of  industrial  bonds, 
9 of  mortgage  bonds,  and  12  of  state  bonds. 

While  the  bond  index,  as  might  be  expected,  shows  low  figures  for 
the  war  years,  the  share  index  depicts  a typical  boom.  The  high 
])oint  for  the  different  groups,  however,  occurs  fairly  early  in  the 
period  under  examination.  The  whaling  stocks  culminated  in  Au- 
gust and  September,  1916,  with  an  index  number  of  441.7 ; the 
stocks  in  the  “sundries”  group  in  April,  1917,  at  123;  the  bank 
stocks  in  October,  1917,  at  126.2;  the  industrials  in  March,  1918, 
at  193.5  ; the  shipping  stocks  in  May,  1918,  at  581.5  ; and  the  insur- 
ance group  in  September,  1918,  at  112.6.  The  total  index  average 
reached  high  point  in  Ma}',  1918,  with  305.3. 

Both  the  very  uneven  heights  and  the  markedly  differing  points 
for  the  groups  afford  conclusions  of  interest.  In  the  first  place  they 
clearly  show  that  the  course  of  the  war  cycle  was  not  identical  for  all 
branches  of  trade  and  industry.  In  the  second  place  they  indicate 
that  the  decisive  factor  in  the  movements  of  the  stock  market  was 
the  indicated  course  of  events  in  international  politics  and  its  pre- 
sumable influences  on  the  international  price  level.  Currency  infla- 
tion with  its  specific  Norwegian  rise  in  prices  did  not  mean  much  to 
the  speculators.  They  understood  that  when  the  War  had  ended 
values  would  decline.  They  were  not  even  impressed  by  that  strange 
economic  development  commonly  called  “the  great  post-war  boom.” 
In  the  months  when  the  Norges  Bank  experienced  the  greatest  in- 
flation of  the  krone  and  the  budget  was  at  its  highest,  the  Stock 
Exchange  entered  iq)on  a period  of  decline  and  depression. 

'J'he  fact  that  throughout  the  War  shipping  stocks  took  the  lead 
in  specvdation  was  due  to  the  circumstance  that  the  freight  cycle 
showed  the  most  marked  upward  movements.  As  the  details  of  these 
developments  will  be  found  in  Chapter  VII  we  shall  here  merely 
stress  the  national  inq)ortance  of  shi])ping  profits  during  the  War 
by  comj)aring  the  gross  freight  revenues  from  foreign  trade  with 
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the  international  balance  of  trade.  An  examination  of  the  period 
from  1895  up  to  the  outbreak  of  the  War  gives  the  result  that  in 
this  span  of  years  there  is  almost  an  equivalence  between  the  deficit 
in  the  balance  of  trade  and  the  total  gross  freights.  Eor  the  war 
years,  on  the  contrary,  the  figures  are  as  follows.  All  sums  are  in 
thousands  of  kroner. 

Deficit  in  balance  Gross  foreign 


Imports 

Exports 

of  trade 

freights 

1914 

567,300 

410,000 

157,300 

211,500 

i9ir, 

868,000 

676,700 

192,200 

474,500 

19H) 

1,353,700 

988,300 

365,400 

1,062,700 

1917 

1,661,300 

791,400 

869,900 

1,107,200 

1918 

1,252,600 

755,000 

497,500 

904,900 

The  great  revenues  from  the  shipping  tx’ade  in  the  years  of  the 
"War  were,  however,  earned  by  a steadily  diminishing  number  of 
ships.  Shipowners  whose  vessels  were  torpedoed  certainly  received 
enormous  insurance  sums;  but,  according  to  the  Norwegian  taxation 
laws,  the  owners  had  to  pay  an  income  tax  and,  later,  also  a war- 
profit  tax  on  the  insurance  payment,  provided  it  exceeded  the 
amount  at  which  the  value  of  the  vessel  was  entered  in  the  last  bal- 
ance sheet  of  the  owner.  As  ships  were  insured  at  full  repurchase 
value,  the  above  tax  regulation  stood  directly  in  the  way  of  the  re- 
placement of  vessels  sunk  by  the  Germans.  The  unreasonableness  of 
such  a condition  was  generally  acknowledged,  and  on  July  6,  1917, 
the  Storthing  provided  that  the  difference  mentioned  should  be  free 
of  tax  if  the  shipowner  gave  a binding  promise  to  procure  new  ton- 
nage at  latest  by  the  end  of  1921 ; and  the  insurance  indemnity 
must  not,  in  this  case,  “be  paid  out  to  the  shareholders  but  remain 
with  the  shipping  company.” 

It  was  not  easy  to  place  shipbuilding  contracts  during  the  War. 
The  Norwegian,  Swedish,  and  Danish  shipyards  suffered  from  a 
lack  of  raw  materials,  the  Dutch  yards  were  largely  engaged  in 
building  for  the  belligerent  powers,  and  the  British  with  building 
for  their  own  requirements.  Until  America  entered  the  War  most  of 
the  new  orders  from  Norway  were,  therefore,  placed  in  the  United 
States;  and  from  July  1,  1915,  to  July  1,  1917,  they  amounted  to 
between  700,000  and  1,000,000  tons.  It  is  an  acknowledged  fact  that 
these  Norwegian  orders  were  a great  stimulus  to  American  ship- 
building, and  led  to  the  construction  of  new  yards,  which  came  to 
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be  of  high  importance  when  the  United  States  itself  entered  the 
War.  Tlien,  too,  forty-two  Norwegian  ships  were  requisitioned;  and 
a controversy  over  the  payment  for  them  arose.  Idie  Norwegian 
owners  divided  into  two  groups.  In  one  Mr.  Emil  Stray  of  Chris- 
tiansand  was  the  leading  spirit,  and  represented  the  owners  of 
twenty-seven  new  ships.  They  claimed  total  payments  of  over 
$5(),0()0,0()0.  Rut,  to  avoid  a lawsuit  and  obtain  a quick  settlement, 
on  June  3,  1919,  they  accepted  a compromise  which  gave  them  some 
$34,500,000.  The  other  group,  at  first  represented  by  IMr.  Christof- 
fer  Hannevig  and  later  by  Mr.  Tr}^gve  Sagen,  did  not,  on  the  con- 
trary, manage  to  come  to  an  arrangement.  The  final  demand  of  this 
group  was  put  at  $13,223,185,  while  the  Americans  were  willing  to 
pay  only  $2,679,220.  The  matter  ultimately  was  left  to  be  dealt  with 
diplomatically;  and  in  an  agreement  which,  on  July  27,  1921,  was 
ratified  by  the  United  States,  it  was  submitted  to  an  arbitral  tri- 
bunal according  to  The  Hague  Convention.  The  two  Governments 
acted  as  the  formal  parties.  The  American  arbitrator  was  IMr. 
Chandler  P.  Anderson  of  New  York,  the  Norwegian,  Mr.  Vogt, 
Norway’s  representative  in  London.  In  the  absence  of  Professor 
Max  Huber,  incapacitated  by  illness.  Dr.  James  Vallotton  of  Lau- 
sanne, acted  as  President  of  the  Tribunal.  The  decision  was  that  the 
United  States  should  pay  Norway  $11,995,000  less  an  American 
counterclaim  for  $22,800.  The  American  arbitrator,  who  refused 
to  be  present  at  the  announcement  of  the  award,  protested  against 
it  in  a note  appended  to  the  decision  and  reserved  all  the  rights  of 
the  United  States.  Rut  the  American  authorities  decided  that  the 
amount  should  be  paid. 

When,  in  November,  1915,  Great  Rritain  listed  whale  oil  as  con- 
traband, the  whaling  industry  fell  completely  under  Rritish  control. 
Later  on  Great  Rritain  even  monopolized  purchases,  and  prices  were 
fixed  by  an  official  commission,  though  negotiations  with  the  Norwe- 
gian Whalers’  Association  took  place  before  decisions  were  made. 
Not  a few  companies  nourished  the  fear  that  under  these  conditions 
ju’ofits  would  be  small,  and  put  a great  part  of  their  tonnage  into 
the  regular  carrying  trade.  The  whaling  fleet  also  suffered  In'  the 
submarines.  In  1916  it  experienced  a loss  of  not  less  than  ninety- 
three  vessels. 

Howevei’,  events  ])roved  that  the  prices  obtained  in  Great  Rritain 
meant  even  excessive  j)rofits.  During  the  War  the  whaling  companies 
wei’e,  therefore,  in  a position  to  ])ay  very  high  dividends.  Taking  the 
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companies  which  are  included  in  our  stock  index  for  tlie  years  1915- 
1917,  sums  equal  to  no  less  than  an  average  of  8-1.6  per  cent  of  the 
invested  capital  were  paid  in  dividends,  and  1916-1917,  61.3  per 
cent.  The  average  dividend  for  1917-1918  w'as  as  low  as  9.5.  From 
1918-1919  it  again  rose  to  76.2. 

I'he  industrial  world  in  the  w'ar  years  experienced  very  mixed 
husiness  conditions.  This  was,  as  w’e  have  several  times  made  clear, 
due  to  its  de})endence  on  the  country’s  foreign  policy. 

Timber  exports  were  always  in  great  difficulties  because  of  con- 
traband regulations.  In  addition,  the  distant  markets  gradually  fell 
away,  being  unable  to  meet  the  high  freight  rates.  On  the  other 
hand,  the  orders  in  Great  Britain  greatly  increased,  and  up  to  the 
end  of  1917  in  particular,  pit-prop  exports  w'ere  in  great  demand. 
After  July  22,  1917,  however,  the  British  Government  acted  as  sole 
buyers,  and  the  exporters  could  no  longer  benefit  by  the  situation 
to  the  same  degree  as  before. 

For  mechanical  pulp  export  conditions  w^ere  especially  favorable 
at  the  beginning  of  the  War.  The  unrestricted  U-boat  warfare,  how- 
ever, entirely  stopped  exports  to  France,  and  in  Great  Britain  a 
})rohihition  was  imposed  upon  importing  more  than  one-half  of  the 
cpiantity  imported  in  1916. 

The  pulp  mills  had  a record  }^ear  in  1916.  One  of  the  chief  rea- 
sons W’as  Sweden’s  export  prohibition.  Thanks  to  that,  the  Noiwve- 
gian  manufacturers  succeeded,  in  1916,  in  getting  about  kr.  200 
more  per  ton  than  their  Sw-edish  colleagues.  In  1917  the  Sw’edish 
])rohihition  was  abolished  and  prices  fell  accordingly.  In  the  middle 
of  November,  1917,  Great  Britain,  how'ever,  imposed  a prohibition 
on  imports  of  chemical  and  mechanical  pulp  from  Sweden,  and  this 
again  changed  the  situation  in  Norway’s  favor. 

I’aper  exports  in  w’ar-times  also  had  vicissitudes.  In  1917,  of  the 
country’s  eighty-eight  paper  machines  an  average  of  only  between 
thirty  and  forty  w’ere  running.  When  the  Government  threatened  to 
])ropose  to  the  Storthing  the  imposing  of  an  export  tax,  the  paper 
mills  agreed,  in  1916  and  1917,  to  deliver  paper  to  the  home  market 
at  j)referential  prices.  A law’  of  July  18,  1917,  also  empowered  the 
Government  to  order  the  country’s  paper  mills  “to  deliver  for  home 
consumption,  and  at  any  time,  the  necessary  paper  for  new'spapers, 
school  and  educational  use,  at  prices  fixed  by  the  Government.”  This 
levy  was  prorated  among  the  different  mills  and  should,  therefore, 
he  regarded  as  a special  tax. 
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The  greatest  event  in  the  history  of  the  Norwegian  industries 
during  the  War  was  the  purchase  of  the  Borregaard  Compan3^ 

In  the  fall  of  1917  the  attorney,  Mr.  Hjahnar  Wessel,  secured  the 
chance  to  purchase  the  majority  of  the  stock  of  the  British  com- 
2^any — The  Kellner-Partington  PajDer  Pulp  Comjoany  Limited. 
IVith  the  financial  sujDport  of  the  Norges  Bank  and  the  Central- 
banken  for  Norge,  the  stock  was  bought  for  £7,000,000,  a sum 
which,  according  to  the  rate  of  exchange  at  that  time,  was  equivalent 
to  about  kr.  100,000,000.  At  a business  meeting  called  at  Sarpsborg 
on  Aj)ril  15,  1918,  to  take  over  these  interests  the  Borregaard  Com- 
pany was  founded,  a joint-stock  company  with  a cajjital  of  kr.  50,- 
000,000,  which  in  1919  was  raised  to  kr.  75,000,000.  This  corpora- 
tion owned  or  controlled,  at  its  start,  a plant  rejjresenting  one-fifth 
of  the  producing  power  of  the  Norwegian  i:>ulp  and  pajoer  trade. 
Purthermore,  it  had  big  plants  in  Sweden  and  Austria.  In  the 
bleached-pulp  branch  it  was  a leading  factor  in  world  production. 

considerable  redemption  of  shares  took  place  in  another  of  Nor- 
way’s leading  industries,  namely,  the  Norsk  Hydro-elektrisk  Kvael- 
stofaktieselskab,  or  the  Norwegian  LLxlro-electric  Company.  This 
industry  besides  manufacturing  fertilizers  during  the  war  years, 
also  produced  several  of  the  raw  materials  used  in  the  manufacture 
of  munitions. 

In  the  case  of  a large  number  of  the  Norwegian  industries,  in  the 
last  two  3^ears  of  the  War  they  had  to  restrict  their  working  hours 
on  account  of  the  lack  of  raw  materials.  But  the  goods  jn’oduced 
were  sold  at  high  j)rices,  so  ])rofits  were,  on  an  average,  good,  even 
if  less  than  those  realized  in  the  shipj^ing  trade. 

As  regards  agriculture,  the  War’s  most  direct  and  weight^'  effects 
on  it  have  been  dealt  with  in  previous  chapters.  Here  we  shall  only 
add  that  though  the  export  ])rohibitions,  to  a high  degree,  checked 
the  rise  in  ])rices  on  farming  ])roducts,  at  least  some  of  them  reached 
the  to])  ])riccs  of  the  war  cycle.  The  maximum  increase  was  perhaps 
re])resented  bv  the  prices  brought  bv  live  stock.  The  following  table 
gives  average  prices  for  full-grown  animals,  from  1916  to  1918, 
in  kroner. 


Draft  horses 

Oxen 

Cozes 

Sheep 

Goats 

Szi’ine 

191(5 

590 

187 

1 tl 

22 

IG 

lOG 

1917 

1,G81 

(5i2 

536 

82 

59 

411 

1918 

2,050 

7(5 1 

CG9 

102 

71 
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The  prices  of  country  estates  also  rose  greatly.  On  an  average 
they  increased,  from  1914  to  1918,  by  more  than  200  per  cent. 

However,  price  movements  and  other  developments  of  the  war 
cycle  affected  the  deeper  lying  factors  of  agricultural  production 
less  than  was  anticipated.  In  Chapter  IX  this  has  already  been 
shown  to  he  true  for  meadow  lands.  The  statistics  for  live  stock  tell 
the  same  story. 


Number  of  Live  Stock  on  N orwegki7i  Farms,  1917-1923. 


Horses 

Cattle 

Sheep 

Goats 

Pigs 

.June  30,  1917 

202,365 

1,149,526 

1,294,906 

238,641 

237,92 

.June  20,  1918 

210,778 

1,045,938 

1,400,034 

235,291 

207,11! 

.lime  20,  1923 

193,157 

1,131,120 

1,525,281 

241,753 

237,30: 

To  illustrate 

the  effects 

of  the  war  cycle  upon  wages 

we  hav 

worked  out  the  following;  index: 

O 

Wages 

in  Norway,  191Jp-1926  {Index  Numbers) . 

(Base:  1914  = 

100.) 

Agriculture 

Public 

In  public 

General 

Year 

and  forestry  . 

Industries^ 

utilities 

employment^ 

index 

Y’eight  in  the 

general  index 

10 

20 

3 

3 

1914 

(100)2 

100 

100 

100 

100 

1915 

108 

112 

(110) 

(100) 

109 

1916 

148 

125 

(125) 

(110) 

129 

1917 

213 

170 

150 

140 

177 

1918 

288 

253 

222 

197 

254 

1919 

337 

304 

310 

254 

308 

1920 

382 

391 

336 

283 

372 

1921 

303 

403 

345 

283 

358 

1922 

242 

326 

271 

267 

292 

1923 

231 

284 

254 

224 

261 

1924 

246 

306 

262 

213 

276 

1925 

227 

329 

274 

22 1 

285 

1926 

199 

294 

(242) 

213 

255 

'I'lie  table  shows  that  the  rise  in  wages  during  the  War  and  the 
decline  afterward  was  much  more  marked  in  agriculture  and  for- 


■ Tlie  fifrures  in  parentheses  are  estimates. 

^ Tiiese  figures  are  derived  from  the  statistics  of  the  Employers’  Associa- 
tion. 

^ These  figures  are  calculated  from  the  official  statistics. 
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estry  tlian  in  the  industries.  At  first  glance  this  looks  rather  para- 
doxical. The  explanation  must  be  found  in  the  relative  powers  of  the 
workers.  The  industrial  laborer  had,  at  the  outbreak  of  the  War, 
already  reached  a higher  level  of  wages  than  his  comrade  in  agricul- 
ture and  forestry,  and  simultaneously  the  tariff  checked  a further 
rise  in  his  wages.  During  the  dej^ression  that  same  system  of  duties 
contributed  to  maintain  his  higher  level. 

We  may  state  that  all  classes  in  Norway  in  one  way  or  other 
])rofited  by  the  War,  if  an  increase  in  income  and  earnings  can  be 
taken  as  indicative  of  this.  But  in  those  years  when  our  population 
was  rich,  measured  in  money,  we  had  little  chance  to  enjoy  our 
wealth,  it  being  impossible  to  purchase  even  necessaries.  And  the 
basis  of  the  prosperity  was  not  any  new  development  of  the  country’s 
resources  but  exclusively  changes  in  values. 

Owing  to  the  scarcity  of  goods  in  the  world  market  the  commodi- 
ties and  services  rendered  by  Norwegians  were  paid  for  more  highly 
than  formerly.  And,  thanks  to  the  superfluity  of  paper  money  in 
Norway,  all  domestic  values  were  scaled  up  in  price.  When  the  War 
ended  and  the  inflation  was  halted,  the  base  of  this  transitory  pros- 
perity gave  way ; while  the  people,  being  under  the  illusion  of  hav- 
ing become  much  richer,  met  the  future  with  greater  claims  than 
ever  before.  Under  this  discrepancy  between  means  and  needs  the 
countr}'  ])assed  into  the  post-war  period. 

The  first  foreboding  of  the  difficulties  to  come  appeared  in  the 
chano-es  on  the  exchanfre  market.  The  bottom  in  the  rates  for  foreign 
exchange  was  reached  on  November  3,  191T,  when  sterling  was 
(juoted  at  kr.  12.90  and  the  dollar  at  2.79.  At  the  end  of  the  War,  on 
November  11,  1918,  sterling  was  at  kr.  17.38  and  the  dollar  at  3.6-5. 
d’he  dollar  ])asscd  the  old  gold  ])arity  on  March  15,  1919.  Sterling 
was,  during  INIay,  below  the  old  parity,  and  reached  a new  low  level  on 
Se])tcmbcr  18,  1919,  with  kr.  17.65.  In  1920  the  rates  rose  enor- 
mouslv-  Sterling  on  September  23  went  as  high  as  kr.  26.60,  and  the 
dollar  on  November  13  to  kr.  7.70.  This  huge  depreciation  in  the 
external  value  of  the  krone  suddenly  changed  all  economic  relations 
in  the  countrv,  making  monetary  problems  dominant  in  the  difficult 
years  that  followed. 
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Diagram  1 

Index  numbers  of  mo7ietary  values  and  circulation  of  bank  notes  in 
Norzeay,  according  to  annual  mid-year  averages} 

^Sources:  wholesale  prices,  Ohenomisk  Revue;  prices  of  country  estates 
and  cost  of  living  from  the  Central  Statistical  Bureau.  The  other  indexes 
are  original  with  this  volume. 
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Diagram  11 

Norzvegian  monetary  values  {nominal  and  gohk)  1913  to  1926 
according  to  annual  7nid-ycar  averages}  in  index  numbers. 

^ Gold  values  are  calculated  according  to  dollar  equivalents. 

^Sources:  wholesale  j)rices,  Ohenomislc  Revue;  prices  of  country  estates 
and  cost  of  living,  from  the  Central  Statistical  Bureau.  The  otlier  indexes 
are  original  with  this  volume. 
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DENMARK  IN  THE  GREAT  WAR 


CHAPTER  I 

INTRODUCTION 

The  economic  history  of  Denmark  during  the  Great  War  is  mainly 
hound  up  with  foreign  political  events.  The  dangerous  position  of 
the  country,  just  between  two  belligerent  groups  of  Powers,  caused 
economic  development  and  the  gradual  interference  of  the  Govern- 
ment, as  the  War  proceeded,  to  be  largely  governed,  on  the  one  hand, 
by  the  economic  conditions  which  the  belligerent  nations  found  it  in 
their  interest  to  offer  us,  and,  on  the  other,  by  the  fact  that  absolute 
neutrality,  which  the  whole  people  considered  the  only  ])ossible 
})olicy,  could,  also  and  strictly,  be  maintained  on  an  economic  basis. 
Tlie  more  so  as  our  position,  not  only  in  a military  sense,  but  also 
financially,  was  exceedingly  vulnerable  because  of  the  fact  that  Dan- 
ish trade,  more  than  that  of  most  other  countries,  is  dependent  upon 
imports  of  raw  and  auxiliary  materials  for  the  agricultural  and 
other  industries,  and  upon  the  export  c f improved  agricultural 
products  necessary  for  the  payment  of  these  imports  being  main- 
tained to  the  widest  possible  extent. 

The  country’s  deficiency  in  raw  materials  for  its  industries,  and 
its  total  lack  of  fuels,  such  as  coal  and  oil,  and  of  hydraulic  power, 
make  it  evident  that  its  industries  de])end  upon  normal  imports  of 
raw  materials  and  fuels.  On  the  other  hand,  the  export  of  industrial 
goods  plays  a comparatively  inferior  ])art,  because  our  industries, 
first  and  foremost,  look  for  their  market  within  the  country.  The  ex- 
ports of  agricultural  products  are,  on  the  other  hand,  of  immense 
importance  for  the  economic  condition  of  the  country,  as  about  85 
per  cent  of  the  total  returns  of  Denmark’s  exports  is  obtained 
through  the  sale  of  agricultural  produce,  and  especially  of  produce 
from  domestic  animals  (butter,  bacon,  eggs). 

These  important  exports  of  agricultural  produce  are,  however, 
to  a great  extent,  conditional  upon  imports  of  foreign — nitrogenous 
— fodders,  es])ecially  fodder  cakes  and  corn  to  su])])lement  the 
home-grown  fodder  crops  (mainly  beets).  On  the  import  side  of  the 
balance  of  trade  we,  therefore,  find  fodders,  seed,  and  fertilizers, 
representing  in  amount  about  one-fourth  of  the  total  value  of  im- 
})orts,  while  the  imported  fodders  represent  a quantity  correspond- 
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ing  to  about  20  per  cent  of  the  total  harvest  yield,  calculated  accord- 
ing to  fodder  value.  Thus,  while  Denmark  is,  indeed,  an  agricultural 
country,  her  agriculture  has  been  industrialized  to  a great  extent ; 
which  means  that  production  is  continued  in  an  improved  cultiva- 
tion, in  which  the  predominant  part  of  the  crops,  together  with  con- 
siderable quantities  of  imported  fodders,  are  used  as  raw  materials 
for  stock  raising.  Since  the  eighties,  when  Danish  agriculture,  under 
the  pressure  of  American  competition  in  the  grain  market,  changed 
from  a breadstuff-producing  country  to  the  production  of  animal 
foodstuffs,  especially  butter  and  bacon,  the  country  has,  as  a mat- 
ter of  fact,  not  been  self-sufficient  in  breadstuff’s  and  fodder. 

Tlie  following  account  of  the  economic  conditions  of  this  country 
during  the  War  and  during  the  first  years  after  the  War  is,  there- 
fore, l)uilt  on  the  changes  in  international  law  and  on  the  foreign 
demands  and  agreements  which  were  necessitated  by  the  development 
of  events.  It  has  seemed  to  me  that  this  was  the  only  manner  in  which 
events  could  be  described  in  their  proper  connection,  and  the  reader 
must  not  be  led  astray  by  the  fact  that  many  of  the  arrangements 
made,  either  public  or — to  avoid  a public  discussion  regarding  their 
pur})ose  or  justification — secret,  appear  as  if  they  concerned  only 
the  internal  condition  of  the  country.  They  were  almost  alwr^'s 
rooted  in  foreign  political  events. 

In  accordance  with  tliis  point  of  view  the  account  has  been  divided 
into  six  chapters,  of  which  the  Introduction  is  the  first.  The  second 
deals  with  the  war  period  up  to  the  tightening  of  the  economic  war 
against  the  Central  Powers,  brought  about  by  the  British  Order  in 
Council  of  iMarch  11,  1915.  The  next  chapter  deals  with  events  up 
to  Eebruary  1,  1917,  the  date  on  which  the  German  North  Sea 
blockade  came  into  force.  The  fourth  chapter  deals  with  events  up 
to  the  conclusion  of  the  armistice,  while  the  fifth  treats  of  the  years 
after  the  War,  as  a rule  up  to  the  change  in  trade  conditions  in 
1920.  This  draws  a natural  line  of  demarcation,  so  much  the  more 
since  the  removal  of  the  Government’s  war-time  restrictions  in  a 
7iuml)er  of  cases  had  been  concluded  at  the  end  of  1920.  Finally,  the 
sixth  cha})ter  contains  various  summaries  and  tables  wbich  it  would 
be  of  slight  use  to  give  ])ieccmeal  in  the  preceding  chapters;  and, 
also,  a more  general  economic  description,  to  which  are  atbiched 
various  comments  based  on  the  exj)erience  of  the  author  in  the  course 
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of  his  work  in  connection  with  the  rationing  of  foodstuffs  during 
the  War. 

It  is,  however,  only  after  much  consideration  and  witli  great  mis- 
givings that,  for  the  reasons  stated,  I have  felt  that  I ought  to 
divide  my  monograph  in  this  manner,  because,  so  long  as  the  diplo- 
matic history  is  not  available,  it  is  always  to  be  feared  that  the 
knowledge  obtained — even  from  a great  number  of  sources — may 
prove  incomplete;  and  the  support  which  is  given  by  a thorough 
documentation  is  lacking.  At  all  events,  it  has  been  of  very  great 
assistance  that  the  Foreign  Office  has  permitted  me  to  make  myself 
acquainted  with  the  Grey  Rooks  published  during  the  War,  and 
containing  the  confidential  reports  made  by  the  Foreign  Office  to  the 
lligsdag,  with  the  pertinent  documents  regarding  Denmark’s  trade 
and  ])olitical  situation. 

In  accordance  with  the  general  scheme  for  this  work,  of  which  the 
])resent  monogra})h  forms  a part,  I have  endeavored  to  give  as  much 
information  as  jiossible,  even  if  it  has  been  impossible  to  give  any 
text-hook  account  in  the  space  at  my  dis})osal.  I have  thus  thought 
it  possible  to  omit  tabular  summaries,  which  may  he  found  in  a 
convenient  form  in  the  ])ublications  of  official  statistics,  and  have 
only  included  such  tables  as  seem  necessary  for  a full  understanding 
of  the  text.  The  account  deals,  as  a consequence  of  the  point  of  view 
on  which  it  is  based,  especially  with  economics  and  supplies,  together 
with  financial  conditions,  while  public  finances  and  social  conditions 
have  Ijeen  dealt  with  only  in  their  broad  features. 


CHAPTER  II 


l-'llOM  THE  OUTBREAK  OF  THE  WAR  TO  MARCH, 

1915 

1.  The  Political  Background. 

International  Law. 

The  Declaration  of  London  of  1909  was  ratified  only  by  the  United 
States,  but  it  was  signed  not  only  by  representatives  of  that  coun- 
try, as  also  of  France,  Italy,  Japan,  Holland,  Russia,  Spain,  Great 
Britain,  Germany,  and  Austria-Hungary;  and  the  conference  of 
these  powers,  at  which  this  declaration  was  agreed  to,  had  been  called 
at  the  request  of  Great  Britain.  It  was,  therefore,  to  be  expected 
that  this  constitution  for  naval  warfare  would  be  the  law  in  force 
during  the  Great  War ; the  lists  of  contraband  issued  by  Great  Brit- 
ain on  August  I,  1914,  were  also  in  close  accordance  with  the  sched- 
ules of  the  Declaration  of  London.  But  even  the  Order  in  Council  of 
August  20,  in  which  the  British  Government  expressed  a general 
adhesion  to  the  Declaration,  contained  essential  modifications,  the 
most  important  of  which  was  that  which  constituted  the  first  breach 
in  the  principle  establishing  the  difference  between  absolute  and  con- 
ditional contraband,  by  providing  that  it  should  be  possible  to  seize 
conditional  contraband,  when  the  goods  were  destined  for  the  enemy, 
even  if  tliey  were  to  be  discharged  in  an  intermediate  neutral  port. 
This  was  contrary  to  Section  35  of  the  Declaration  of  London,  in 
which  it  is  ex])ressly  stated  that  conditional  contraband  can  be  seized 
only  on  ships  en  route  to  hostile  territory  or  to  territory  occupied 
by  the  enemy,  or  to  his  armed  forces,  and  which  are  not  planning  to 
discharge  the  goods  in  an  intermediate  neutral  port. 

Simultaneouslv  with  the  beginning  of  the  wiping  out  of  differ- 
ences in  the  treatment  of  absolute  and  conditional  contraband,  a 
number  of  free  commodities  were  declared  to  be  conditional  contra- 
band, and  a number  of  conditional  contraband  commodities  were 
made  absolute  contraband.  Thus,  on  Se})tcmber  21,  Great  Britain 
transferred  various  goods  from  the  “free  list”  to  the  list  of  condi- 
tional contraband,  and  on  October  29  several  of  these  were  trans- 
ferred to  the  list  of  absolute  contraband,  while  the  list  of  conditional 


FROM  OUTBREAK  OF  WAR  TO  MARCH,  1915 


415 


contraband  was  extended  at  the  same  time.  On  the  date  last  men- 
tioned a new  Order  in  Council  was  issued,  according  to  which,  in 
spite  of  Section  35  of  the  Declaration  of  London,  conditional  con- 
traband might  be  seized  on  board  vessels  bound  for  a neutral  port  if 
the  goods  were  consigned  to  order,  or  if  the  ship’s  papers  did  not 
state  the  name  of  the  consignee,  or  if  it  was  known  that  he  lived  in 
an  enemy  territory  or  in  a territory  occupied  by  the  enemy.  Further- 
more, the  onus  of  proving  that  the  cargo  was  not  destined  for  the 
enemy  was  to  lie  with  the  consignee,  whereby  the  provision  of  the 
Declaration  that  the  ship’s  papers  should  be  sufficient  evidence  was 
abolished.  Besides,  it  was  provided  that  if  the  British  Government 
realized  that  a hostile  country  received  necessary  supplies  for  its 
armed  forces  from  or  through  any  neutral  country,  which  in  that 
case  was  acting  as  a hostile  base  of  supplies,  it  might  resolve  that 
shi])s  bound  for  the  neutral  country  concerned,  carrying  conditional 
contraband,  should  be  seized  regardless  of  Section  35  of  the  Declara- 
tion. 

To  add  to  this,  in  order  to  facilitate  and  strengthen  the  British 
control  of  neutral  shipping,  the  British  Admiralty  on  November  2 
issued  an  order  which,  after  referring  to  the  German  mine  fields, 
declared  that  the  whole  North  Sea  must  be  considered  a military 
zone  and,  as  such,  very  dangerous  to  merchant  vessels,  which  were, 
therefore,  ordered  not  to  proceed  north  of  Scotland  but  along  the 
east  coast  of  England  and  through  the  Channel.  It  was,  especially, 
this  ordinance  which  gave  rise  to  the  joint  Scandinavian  note  of  pro- 
test of  November  13. 

This  was,  broadly,  the  state  of  affairs,  so  far  as  Great  Britain 
was  concerned,  until  the  Order  in  Council  of  March  11,  1915,  at- 
tempted to  debar  Germany  from  obtaining  any  kind  of  supplies,  and 
thereby  became  the  basis  of  the  war  of  starvation  against  the  Cen- 
tral Powers. 

Germany,  on  her  part,  made  several  additions  to  the  lists  of  con- 
traband, and  like  Great  Britain  she  soon  commenced  to  take  neutral 
ships  into  port  for  examination,  whereas  this  examination,  according 
to  existing  rules,  should  have  been  made  on  the  open  sea.  It  was, 
however,  the  note  from  the  German  Admiralty  of  February  4,  1915, 
which  first  made  clear  a radical  change  in  Germany’s  attitude  to 
international  law,  as  this  note  (after  referring  to  the  order  of  the 
British  Admiralty  of  November  2)  declared  the  waters  around  Great 
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Rritain  and  Ireland,  inclusive  of  the  Channel,  a military  area,  in 
which  any  hostile  merchant  vessel  would  be  destroyed  after  Febru- 
ary 18.  The  note  further  provided  that  “neutral  vessels  in  the  war 
zone  are  also  exposed  to  danger,  as,  on  account  of  the  abuses  of 
neutral  flags  which  have  occurred  at  the  instigation  of  the  British 
Government,  and  on  account  of  the  accidents  of  naval  warfare,  it  is 
not  always  possible  to  prevent  attacks  aimed  at  enemy  ships  from 
extending  to  neutral  ships.”  The  U-boat  blockade,  thus  established, 
was  in  violation  of  international  law',  as  it  made  it  possible  to  sink 
any  ship  flying  a hostile  flag,  and  thereby  took  military  measures 
against  non-combatants,  whereas  the  Declaration  of  Paris  of  1856, 
provided  that  neutral  goods,  apart  from  contraband  of  war,  cannot 
be  seized  (and  still  less  be  sunk)  under  a hostile  flag,  if  it  is  not  a 
case  of  blockade  running.  In  order  to  make  a blockade  binding,  ac- 
cording to  international  law,  it  must  be  effective ; but  there  w'as  no 
question  of  Germany’s  blockading  the  coasts  of  the  Allies,  and  only 
in  part  of  England’s  being  able  to  blockade  Germany.  Thus  this 
fundamental  rule  of  the  laws  of  naval  warfare  was  broken  by  both 
parties.  But  Great  Britain  seized  upon  the  note  of  February  4 as 
an  opjiortunity  to  counteract  the  German  U-boat  blockade  by  a 
“distance-blockade,”  w'hich  w'as  established  on  March  11 ; and  at  the 
outbreak  of  the  War  both  Great  Britain  and  Germany  had  immedi- 
ately laid  mines  without  giving  the  required  notice  to  shipping — 
both  in  enemy  w'aters  and  in  the  open  sea- — on  a scale  which  had  not 
been  seen  in  any  previous  war. 

It  soon  became  clear  to  neutrals  that  the  protection  international 
law'  afforded  them  by  virtue  of  their  neutrality  was  of  small  value. 
Some  neutrals  for  a long  time  maintained  their  protests  against  the 
constant  and  steadily  increasing  violations  of  international  law', 
while  others,  and  perhaps  Denmark  above  all,  sought  by  a constant 
policy  of  negotiations  to  secure  the  best  possible  conditions  for  them- 
selves, and  succeeded  in  finding  a modus  vwendi  w'ith  both  belliger- 
ent groups. 

The  Neutrality  Declaration. 

The  ])rincipal  lines  of  the  foreign  policy  of  Denmark  were  estab- 
lished on  August  1,  1914,  in  a Royal  IMessage  which  we  reprint  in 
extenso: 

Under  the  serious  conditions  which  have  arisen  for  our  country 
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througli  the  fatal  events  of  the  last  few  clays,  we  feel  impelled  to  ex- 
press ourselves  to  our  people  as  follows: 

At  no  time  more  than  the  present  has  there  ever  been  demanded  a 
greater  sense  of  responsibility,  both  in  the  individual  and  in  the  whole 
nation. 

Our  country  stands  in  friendly  relations  to  all  nations.  We  feel  con- 
fident that  the  strict  and  equal  neutrality  which  has  always  been  main- 
tained as  the  foreign  policy  of  our  country,  and  which  now  also  will  be 
unhesitatingly  maintained,  will  be  respected  by  all. 

This  is  the  common  view  of  the  Government  and  of  all  responsible 
and  sensible  people,  and  we  trust  that  no  one  by  an  untimely  display  of 
feelings,  by  rash  demonstrations,  or  in  any  manner  will  violate  the  dig- 
nity and  peace  which  it  is  of  vital  importance  to  maintain  in  order  to 
create  confidence  in  the  attitude  of  our  country.  Everyone  now  has  his 
responsibility  and  his  duty.  We  feel  convinced  that  the  seriousness  of 
the  moment  will  be  reflected  in  the  actions  of  all  Danish  men  and  women. 

God  save  our  country, 

Christian  R. 

Signed, 

Zahle. 

At  the  same  time  the  Government  made  a statement  in  both 
Houses,  which  contained  the  following: 

The  Cabinet,  which  has  been  called  to  its  responsible  position  to 
carry  out  a definite  task  in  our  internal  policy,  knows  itself  to  be  in 
harmony  with  the  Rigsdag  at  this  present  moment  when  a threatening 
world  crisis  has  filled  all  minds  with  anxiety,  and  when  it  declares  that 
the  only  policy  of  Denmark  under  the  prevailing  circumstances,  and  in 
any  future  contingency,  is  to  observe  the  strictest  possible  neutrality. 

The  Political  Situation  in  the  Country. 

In  this  statement  the  Government  repeated,  and  in  even  more 
em])hatic  terms,  the  declaration  of  neutrality  set  forth  in  the  Royal 
Message,  and  also  pointed  to  its  home  policy,  namely,  the  solution 
of  the  constitutional  problem.  This  was  the  natural  thing  to  do,  be- 
cause the  Zahle  Government,  which  had  come  into  power  on  June  21, 
1913,  and  which  was  a part  of  the  Radical  Left,  was  a minority  gov- 
ernment whose  pai't}^  comprised  only  one-fourth  of  the  114  members 
of  the  Folketing.  The  distribution  of  the  parties  was : Radical  Left, 
31  (including  4 members  who  were  merely  in  the  same  general 
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grouj^)  ; Social  Democrats,  32 ; Left,  41 ; and  Conservatives,  8 ; or  a 
total  of  112,  with  two  members  deceased. 

d'lie  Radical  Left  and  the  Social  Democrats  who  supported  it  po- 
litically had  tlieir  su])porters  among  small  holders,  minor  officials, 
and  the  working  classes.  Of  the  two  o])jiosing  parties,  the  Left  had  its 
strength  among  the  farmers,  and  the  Conservatives  among  the  own- 
ers of  tlie  large  estates  and  among  the  manufacturers  and  tradesmen 
in  the  towns.  It  was,  however,  as  the  War  proceeded  and  necessitated 
government  interference  with  economic  life  that  this  political  distri- 
bution between  consumers  and  producers  became  of  importance  for 
home  politics.  On  the  other  hand,  in  foreign  policy  the  historic  hos- 
tility between  the  Government  and  the  Opposition  attained  this  sig- 
nificance, especially  with  the  Conservatives : The  Government,  in 
quarters  outside  j)olitical  circles,  was  suspected  of  entertaining  sym- 
pathy for  Germany,  or  at  least  it  found  it  very  difficult  to  make 
peo])le  understand  that  neutrality  necessitated  a uniform  treatment 
of  the  Western  Powers  and  the  Central  Powers,  which  was  es])ecially 
apparent  in  the  question  of  the  exports  from  this  country  to  the  two 
groups. 


The  Embargoes. 

It  was  in  no  way  a contravention  of  international  law  for  the  sub- 
jects of  a neutral  country  to  sell  goods,  even  contraband,  to  a bel- 
ligerent Power;  and  by  an  act  of  August  2,  1914,  which  prohibited 
any  siq)port  being  given  to  the  belligerent  Powers  from  Danish  ter- 
ritory, the  only  prohibition  was  against  providing  their  men-of-war 
with  j)rovisions  and  fuel.  The  aim  of  the  embargoes  which  were  is- 
sued in  ])ursuance  of  the  act  of  August  6 was,  therefore,  to  protect 
tlie  country’s  stocks  of  goods  concerned.  It  very  soon  appeared,  how- 
ever— e.g.,  in  the  British  embargo  on  coal  to  Denmark — that  the 
condition  for  getting  supplies  of  goods  was  an  assurance  to  the  effect 
that  the  goods  would  not  be  reexported;  and  as  regards  German}", 
dis})cnsations  from  the  numerous  German  embargoes  could  only  be 
secui-ed  if  we  ])crmitted  the  export  to  Germany  of  goods  which  she 
needed.  As  mentioned  above,  however,  the  principle  of  continuous 
voyage  had  been  extended  to  conditional  contraband,  and  it  became 
necessary,  in  order  to  protect  the  shipping  trade,  to  adopt  the  prin- 
ciple that  no  dis})ensation  should  be  granted  for  contraband  goods; 
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and  when,  in  the  middle  of  October,  lOl'l,  Great  Britain  took  steps 
to  stoj)  the  transshipment  of  contraband  to  Germany  via  neutral 
countries,  the  Danish  Government  declared  itself  willing  to  give  the 
guarantee  that  contraband  of  war  conveyed  to  this  country  should 
not  be  reexported.  The  demand  for  a similar  guarantee  for  goods 
which  were  not  contraband  of  war  had,  however,  to  he  rejected,  be- 
cause it  was  necessary  that  exports  of  such  goods  should  take  place 
to  other  neutral  countries  and,  of  course,  also  to  the  Central  Powers, 
as  otherwise  this  might  have  been  construed  as  an  unfriendl}^  act 
toward  them.  Great  Britain  acknowledged  the  justness  of  this  view, 
hut  in  order  to  restrict  the  effects  thereof  the  lists  of  contraband 
were  constantly  extended. 

If  Great  Britain  brought  such  heavy  pressure  to  hear  on  the  small 
neutral  states  bordering  on  Germany  to  prevent  transshipments  via 
these  countries,  a second  reason  was  that  it  was  easier  in  this  indirect 
manner  to  prevent  American  exports  to  Germany  than  to  attain  this 
directly  by  opening  negotiations  with  the  United  States,  which 
maintained  the  legality  of  such  trading,  according  to  international 
law.  That  the  Scandinavian  countries  in  the  above-mentioned  Joint 
Note  of  November  13  had  also  pointed  out  a great  number  of  cases 
in  which  international  law  had  been  violated  (viz.,  by  the  laying  of 
mines  on  the  high  seas;  the  restrictions  on  the  freedom  of  the  seas 
that  lav  in  ordering  neutral  ships  to  follow  certain  routes  and  put  in 
at  certain  ports ; the  alterations  of  contraband  rules ; the  mainte- 
nance of  the  principle  of  continuous  voyage ; the  examination  of 
vessels,  and  seizures)  had,  of  course,  little  power  to  improve  these 
conditions.  It  had  its  greatest  value  in  bringing  home  to  the  world 
the  concord  of  the  three  Scandinavian  countries.  The  same  was  the 
case  with  the  meeting  of  the  three  Scandinavian  kings  held  at 
Mahno  on  the  eighteenth  and  nineteenth  of  December. 

The  Agreement  of  January,  1915. 

In  the  beginning  of  December  the  British  Government  stated, 
however,  that  in  accordance  with  the  Order  in  Council  of  October  29, 
it  conteni})lated  considering  Denmark  a German  base  of  sup|)lies, 
and  ]iroposed  that  in  this  country,  as  the  case  had  been  in  Holland, 
an  association  should  he  formed  which,  under  government  guaran- 
tee, should  act  as  consignee  of  contraband  goods  su])plied  to  the 
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home  market.  The  Danish  Government  would  not  agree  to  such  an 
arrangement,  and  after  special  negotiations  in  London  succeeded 
in  arriving  at  an  agreement  on  January  9,  1915.  The  main  difficulty 
was,  of  course,  that  Denmark  could  not  meet  the  wishes  of  the  Allies 
and  reduce  or  prevent  the  sending  of  agricultural  exports  to  Ger- 
many. For  at  the  same  time  a far  greater  export  to  Great  Britain 
of  corresponding  goods  was  taking  place,  with  the  tacit  consent  of 
Germany,  as  was  proved  later  when  German  warships  seized  two  of 
our  ex])ort  vessels,  and  these  vessels  were  quickly  released  hy  the 
(lerman  authorities.  For  if  Germany  prevented  the  shipping  of 
Danish  agricultural  exports  to  Great  Britain,  Great  Britain  would 
not  continue  to  be  interested  in  imports  of  oversea  fodders  to  Den- 
mark ; and  a consequent  reduction  in  the  products  of  Danish  agri- 
culture would  simultaneously  remove  the  possibility  of  a southward 
export  of  these  supplies. 

By  the  agreement  of  January  9,  1915,  Great  Britain  was  given  a 
guarantee  that  the  embargoes  would  he  maintained,  that  dispensa- 
tions would  not  he  granted,  even  if  supplies  became  abundant  and 
there  was  no  economic  necessity  for  Denmark  to  retain  her  goods, 
and  that  the  embargoes  should  also  include  alloys  and  semi- 
manufactured articles  in  order  to  prevent  evasions,  etc.  The  prom- 
ises given  in  return  hy  Great  Britain,  to  the  effect  that  ships  foi 
Danish  ports  would  not  be  molested  were,  however,  encumbeied  bv 
several  reservations ; the  Allies  especially  reserved  to  themselves  the 
right  to  treat  as  suspicious  all  cargoes  bound  for  Danish  ports  con- 
sirting  of  goods  included  in  the  contraband  lists,  if  no  embargo  on 
such  goods  was  issued  by  Denmark  and,  further,  to  detain  goods 
consigned  to  Denmark  when  they,  the  Allies,  had  conclusive  evidence 
of  an  intended  hostile  destination  for  such  goods.  This  was  the  origin 
of  the  “black  lists,”  as  obviously  the  Allies  considered  a black-listed 

firm  CO  ipso  an  “enemv  destination.” 

J’his  agreement  of ‘January,  1915,  which  included  only  contra- 
band goods  transshipped  via  Denmark,  and  which  was  the  extreme 
limit  to  which  the  Danish  Government  would  go,  because  it  was  held 
that  an  extension  of  similar  princijiles  so  as  to  include  goods  which 
were  not  contraband,  would  ho  to  take  an  untenahle  attitude  toward 
the  other  belligerent  party.  The  agreement  also  remained  in  force 
in  its  entirety  after  the  issuing  of  the  Order  in  Council  of  IMarcli  11, 
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1915;  but  tlie  desire  of  the  Allies  for  a further  guarantee  soon  led 
to  the  “Trade  Agreements.” 

It  must  be  added,  however,  that  the  German  declaration  of  Febru- 
ary 4,  1915,  gave  great  anxiety  to  our  exporters  of  agricultural 
produce  to  Great  Britain,  and  had  this  effect:  the  Scandinavian 
countries  opened  negotiations  looking  to  a possible  convoying  of 
merchant  vessels.  It  proved,  however,  that  such  an  arrangement  was 
impracticable;  and  when  the  sides  of  Danish  merchant  ships  had 
been  painted  with  the  name  of  their  country  and  large  national 
flags,  and  illuminated  at  night  while  crossing  the  North  Sea,  the 
sailings  which  took  place  resulted  in  only  few  torpedoings,  evidently 
due  to  the  carefulness  of  the  Germany  navy. 

Government  Assistance  and  Restrictions  Imposed  upon  Trade. 

The  Outbreak  of  the  War. 

It  is  characteristic  of  Denmark’s  position  and  of  the  weight  which, 
in  view  thereof,  had  to  be  attached  to  Great  Britain’s  attitude,  that 
the  bill  empowering  the  Government  to  prohibit  exports  and  to  regu- 
late the  jjrices  of  foodstuffs  and  other  goods  was  not  placed  before 
the  Rigsdag  until  August  6,  when  Great  Britain  had  declared  war 
on  Germany.  For,  after  Great  Britain’s  declaration  of  war,  it  must 
l)e  ap[)arent  that  Denmark’s  political  position  between  the  two  bel- 
ligerents had,  at  best,  been  made  extremely  difficult,  and  that  our 
imports  and  exports,  which  were  vital  to  the  country,  must  have 
seemed  to  be  seriously  threatened.  INIoreover,  on  the  evening  of 
August  5 a considerable  military  force  was  called  up  for  service, 
apart  from  the  armed  forces  which  had  already  been  called  up  dur- 
ing the  preceding  days;  and  the  Government  had  closed,  by  mines, 
tlie  Danish  waterways  leading  to  the  Baltic  Sea,  “in  order,”  as  was 
stated  in  the  official  communication,  “to  avoid  so  far  as  possible 
having  war  operations  extended  to  Danish  waters,  and  to  maintain 
communications  between  the  various  parts  of  Denmark.”  But  this 
also  meant  that  Denmark  shut  out  Great  Britain  from  the  Baltic 
Sea ; and  we  did  not  know  how  Great  Britain  would  regard  such  a 
step. 

But  in  tlie  course  of  a few  days  it  appeared  that  Denmark  would 
not,  at  least  immediately,  be  dra\\m  into  the  War.  Negotiations  were 
entered  upon  with  Danish  seamen  who  had  refused  to  sail  without  a 
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large  increase  in  pa}',  including  life  insurance.  Various  vessels  re- 
turned safely  from  Great  Britain.  And,  as  a resumption  of  naviga- 
tion was  absolutely  necessary,  sailings  gradually  returned  to  normal. 
On  August  14  a strike  on  tlie  colliers  was  also  brought  to  an  end. 

War  Insurance. 

Navigation  of  the  North  Sea  was,  however,  exceedingly  danger- 
ous; and,  consequently,  an  arrangement  of  the  question  of  marine 
insurance  was  one  of  the  first  problems  dealt  with  by  the  Govern- 
ment. The  “Extraordinary  Royal  Commission,”  appointed  pursuant 
to  the  above-mentioned  Act  of  August  7,  opened  negotiations  with 
the  coal  importers,  in  part  looking  to  a reduction  of  prices,  and  in 
])art  regarding  a resumption  of  imports ; and  on  xVugust  11  the  Com- 
mission issued  a rej)ort  to  the  effect  that  the  four  Danish  marine  in- 
surance companies  had  agreed  to  write  insurance  covering  war  risks 
in  the  coal  trade  between  the  northeastern  coast  of  Entrland  and 

O 

Scotland  and  Danish  ports,  the  companies  themselves  assuming  one- 
quarter  of  such  risks  and  the  Government  assuming  three-quarters. 
The  final  arrangements  were  made  in  an  act  of  September  10  pro- 
viding for  the  insurance  of  Danish  vessels  against  war  risks,  and  in 
an  act  of  September  24  providing  for  the  similar  insurance  of  goods. 
Two  institutions  were  formed  with  the  support  of  the  Government 
and  with  the  cooperation  of  Danish  insurance  companies.  All  regis- 
trable Danish  vessels  were  to  be  insured  by  the  Marine  Insurance 
Institution  on  the  payment  of  given  premiums.  The  possible  profits 
or  deficits  of  the  Institution  were  to  be  allotted  to  the  vessels  insured 
in  proportion  to  the  premiums  paid — in  such  a manner,  however, 
that  ‘65  per  cent  of  the  possible  deficit  was  to  be  covered  by  the  Gov- 
ernment ajid  15  ])er  cent  by  the  insurance  companies,  within  certain 
fixed  limits.  In  addition  to  the  Government  and  the  insurance  com- 
panies a syndicate  became  a member  of  the  Institution  for  the  insur- 
ance of  freights,  so  tliat  the  risks  undertaken  by  the  Institution  were 
to  be  covered  l)y  the  Government  iq)  to  35  ])er  cent,  by  the  insurance 
comj)anies  up  to  20  per  cent,  and  by  the  syndicate  up  to  45  per  cent. 
Tliereu{)on  iin])orts  of  coal  were  resumed;  but  in  order  to  obtain  an 
annulment  of  the  British  embargo  on  coal  to  Denmark  the  Govern- 
ment had  to  guarantee  that  tlie  coal  imported  would  not  be  re- 
ex])orted.  l'’rom  that  time  sup{)lies  were  normal  for  the  remainder  of 
the  year. 
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Price  Regulation. 

While  a reasonable  regulation  of  the  increase  of  the  prices  of  coal 
and  coke  was  carried  through  without  great  difficulties,  the  steps 
taken  by  the  Government  to  secure  the  necessary  supplies  of  rye  and 
wheat,  and  es])ecially  to  regulate  the  ])rice  of  rye  and  wheat,  met 
with  firm  opj)osition  from  the  farmers.  This  must  not,  however,  be 
taken  to  mean  that  the  farmers  were  trying  in  any  way  to  evade  the 
instructions  issued  by  the  Government.  Quite  the  opposite,  the 
farmers  showed  considerable  understanding  and  a ready  willingness 
to  assist  in  supj)lying  the  population  of  the  towns  with  food.  But  it 
had  the  effect  that  the  fixing  of  the  prices  for  the  goods  required  by 
the  Government  caused  especially  great  difficulties,  as  the  producers 
thought  themselves  entitled  to  ex})loit  the  prevailing  conditions. 
Further,  the  Government  used  the  general  powers  given  to  it  by  the 
Act  of  August  7,  1914,  for  the  regulation  of  the  price  of  food, — 
while  the  farmers  desired,  as  was  later  done,  that  the  Government 
should  })ass  special  grain  acts.  Almost  from  the  first  day  of  the  War 
— and  to  an  ever  increasing  extent — the  })olitical  debates  dealt  with 
the  application  of  this  Act  of  August  7,  which  consisted  of  only  the 
following  clause : 

The  Secretary  of  State  for  Home  Affairs  shall,  until  further  notice, 
be  empowered  to  make  arrangements  for  the  regulation  of  the  prices 
of  foodstuffs  and  commodities,  and  may,  on  behalf  of  the  Government, 
take  over,  on  payment  in  full,  such  foodstuffs  and  commodities  as  it  is 
of  importance  to  the  community  to  have  at  its  disposal.  The  price  to  be 
paid  for  goods  thus  taken  over  by  tlie  Government  shall  be  fixed  by 
Royal  Commissions,  tlie  scope  and  composition  of  which  shall  be  pro- 
vided for  by  Royal  Ordinance. 

Wheat  and  Fodder. 

The  aforementioned  difficulties  in  the  navigation  of  the  North 
Sea,  the  embargoes  placed  by  the  various  countries.  Great  Britain’s 
detention  of  cargoes  destined  for  Denmark,  and  the  losses  of  vessels 
caused  by  mines,  resulted  in  an  exceedingly  great  reduction  in  the 
im])orts  of  grain  and  fodders  to  this  country  during  the  first  months 
after  the  outbreak  of  the  War.  Add  to  this  that  the  crops  of  1914 
were  very  ])oor,  as  shown  in  the  summary  below,  which  also  contains 
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information  as  to  the  estimated  distribution  of  the  consumption  of 
rye  and  wheat : 


Consumption  of  Rye  and  Wheat  in  Tons. 


Human  Used  as  A', 

consumption  fodder  1913 


1913 


Amount  of  crop 


1914 

157.000 

285.000 


Wlieat  206,000  75,000  182,000 

Rye  225,000  400,000  434,000 


431,000 


475,000 


616,000 


442,000 


Even  a poor  crop,  like  that  of  1914,  wmuld  ordinarily  suffice  to 
cover  our  consumption  of  breadstuffs.  Other  arrangements  would 
then  have  to  be  made  for  live  stock,  as  the  crops  of  the  country,  first 
and  foremost,  must  be  available  for  the  population;  and  this  was  the 
fundamental  principle  underlying  the  measures  now  adopted.  But, 
as  almost  all  home-grown  r}^e,  and  much  wheat,  is  normally  used  as 
fodder,  a demand  tiiat  the  farmers  give  up  this  grain  to  the  people 
was  bound  to  be  felt  as  a drastic  interference  with  customary  ar- 
rangements. This  twofold  use  of  grain — as  a food  for  both  human 
beings  and  cattle — reached  an  acute  stage  when  the  increase  in  the 
price  of  grain  carried  the  price  of  bread  to  a height  which  necessi- 
tated the  fixing  of  a maximum  price  for  domestic  rye  and  wheat. 
The  Government  thereby  compelled  many  farmers  to  give  up  rye 
and  wheat  which  was  to  have  been  used  as  fodder  at  a price  at  which 
other  fodders  could  not  be  obtained.  The  Government  then  tried  to 
remedy  this  by  purchasing  corn,  to  be  given  as  compensation  for  the 
rye  which  had  to  be  surrendered. 

The  General  Embargo  of  August  6 prohibited  the  export  from 
tliis  country  of  fodders,  wheat,  potatoes,  flour,  and  groats ; and  on 
August  28  the  Government — on  paying  full  compensation — took 
over  the  stocks  of  wheat  in  the  capital.  On  September  1 these  stocks 
were  transferred  to  the  municipality  of  Copenhagen.  The  price  was 
fixed  at  kr.  16.15  per  100  kilos  (128-130  Dutch  pounds)  for  Danish 
wheat  and  at  kr.  19.25 — 21.60  for  American  wheat.  The  wheat  thus 
taken  over  compulsorily  amounted  to  11,000  tons. 

1)  uring  tlie  winter  months,  from  October  to  Januar}’,  the  Govern- 
ment succeeded  in  obtaining  tlie  release  of  about  125,000  tons  of 
corn  and  otlier  fodders  which  had  been  detained  in  Great  Britain. 
But  in  addition  to  the  corn  bought  by  private  persons  the  Govern- 
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inent  also  had  obtained  other  considerable  quantities,  partly  in  ex- 
change for  rye  and  partly  by  direct  sale.  By  these  united  efforts 
Denmark  succeeded  in  importing  quantities  of  corn  and  cotton- 
seed cake  so  large  that  the  susj)ension  of  the  import  of  Russian  sun- 
flower cake  was  not  so  keenly  felt  as  would  otherwise  have  been  the 
case. 

Thus  the  imports  during  the  period  from  January  to  July,  1915, 
equaled  the  quantity  of  corn  and  was  two-thirds  of  the  quantity 
of  oil  cake  imported  during  the  whole  of  19U.  These  large  supplies 
had  the  effect  that  the  slump  in  the  prices  of  such  commodities  on 
the  world  market  during  F'ebruary  and  March  became  rather  more 
pronounced  in  this  country  than  elsewhere. 

Almost  immediately  after  the  outbreak  of  the  War  deliberations 
regarding  the  fixing  of  a maximum  price  for  hreadstuffs  began, 
partly  within  the  Royal  Commission  and  pai'tly  by  negotiations  be- 
tween the  latter,  the  Home  Office,  and  the  great  agricultural  or- 
ganizations. According  to  a proposal  from  this  assembly  the  Home 
Secretary  on  September  25  provisionally  prohibited  the  use  of 
threshed  rye  and  wheat  as  fodder,  and  in  the  same  ordinance  a pro- 
hibition was  placed  on  the  use  of  home-grown  rye  and  wheat  in  the 
manufacture  of  spirits ; exemptions  might,  however,  be  obtained  for 
the  use  of  home-grown  rye  for  bread  }’east.  Through  an  order  to  the 
effect  that  contracts,  etc.,  for  the  purchase  of  foreign  rye  were  to 
be  sent  to  the  Home  Office,  and  through  the  taking  over  by  the  Gov- 
ernment of  500  quintals  of  threshed  Danish  rye  in  each  of  three 
counties — the  prices  of  which  supplies  were  to  be  fixed  by  a Ro^ml 
Commission  appointed  for  that  purpose — it  was  desired  to  set  a cor- 
rect price  on  both  Danish  and  foreign  rye  at  that  time.  Rased  on  the 
valuation  made  by  the  above-mentioned  Commission,  the  Home  Sec- 
retary, on  December  31,  1914,  fixed  a maximum  price  for  Danish 
rye  of  kr.  19.50  per  100  kilos.  Ry  an  ordinance  of  January  28, 
1915,  the  maximum  price  of  Danish  wheat  was  fixed  at  kr.  21.50  per 
100  kilos,  and  of  wheat-bran  produced  in  this  country  at  kr.  17.00 
per  100  kilos.  The  same  maximum  price  was  also  later  fixed  for  rye- 
bran. 

As  mentioned  above,  the  central  difficulty  in  the  whole  breadstuff’ 
question  was  reached  by  the  fixing  of  these  maximum  prices,  namely, 
the  question  as  to  how  the  farmers  were  to  be  compensated  for  hav- 
ing to  surrender  grain  grown  for  fodder  in  order  to  furnish  a supply 
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of  breadstuffs  for  tlie  population ; and,  as  a consequence,  a lengthy 
discussion  followed,  which  in  January,  1915,  ended  in  an  interpella- 
tion of  the  Home  Secretary  in  the  Eolketing  concerning  the  coun- 
try’s supply  of  breadstuffs.  On  this  occasion  the  Home  Secretary 
defined  his  position  by  stating:  “Full  compensation  for  rye  means 
the  ])rice  at  which  corresponding  breadstuffs,  not  fodders,  may  be 
obtained.”  To  this  the  leader  of  the  Left  retorted  that  many  farmers 
might  only  obtain  a price  of  kr.  17  for  the  rye  which  they  were  com- 
})elled  to  sell  for  breadstuffs;  but  in  case  they  had  to  buy  corn,  i.e., 
anotlier  fodder,  to  make  up  for  the  rye  sold,  they  would  have  to  pay 
from  kr.  20.50  to  kr.  21.00,  if  corn  could  be  obtained  at  all.  The 
Secretary  then  held  out  a promise  to  helj)  those  parts  of  the  country 
— especially  Jutland — which,  on  account  of  their  exclusive  produc- 
tion of  rye,  had  been  placed  in  an  unfavorable  position  by  the  pro- 
hibition against  using  corn  and  rye  as  fodder,  and  give  them  corn 
in  exchange  for  the  rye  which  they  had  to  surrender.  This  exchange 
also  facilitated  the  procuring  of  domestic  rye. 

Bread  and  Flour. 

The  object  of  fixing  a maximum  price  for  Danish  breadstuffs  was, 
of  course,  to  regulate  the  price  of  bread ; the  purchases  of  rye  and 
wheat  b}'  the  Government  were  also  made  with  this  object  in  view. 
By  an  agi’eement  entered  into  by  the  Home  Office,  the  districts  of  the 
capital,  and  the  Associated  Bakers  of  Rye  Bread,  a price  was  fixed 
for  rye  bread  in  Copenhagen  of  kr.  0.93  for  a 4-kilo  loaf,  for  the 
})eriod  from  Februai-y  8 to  September  1,  1915,  a period  which  was 
subsc(}uently  fui’ther  extended.  In  order  to  utilize  rye  as  much  as 
possible  an  ordinance  dated  March  8,  1915,  provided  that  100  kilos 
of  rye  must  not  be  milled  to  a fineness  that  would  leave  less  than 
b‘4  kilos  of  hour  serviceable  for  the  baking  of  bread.  The  corre- 
s])onding  figure  for  wheat  was  hxed  at  68  kilos. 

Spirits  and  Beer. 

In  order  that  home-grown  grain  might  be  used  exclusively  for 
I)read  the  u.se  of  domestic  rye  and  wheat  in  the  manufacture  of  spir- 
its had — as  mentioned  above — been  })rolubited.  In  February,  1915, 
the  Home  Office  proliibited  all  use  of  rye,  wheat,  buckwheat,  pota- 
toes, and  home-grown  barley  for  the  manufacture  of  spirits,  etc. 
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(exclusive  of  yeast).  In  March,  1915,  the  Home  Office  prohil)ited 
tlie  breweries  from  using  home-grown  barley — save  the  stocks  on 
hand — in  the  manufacture  of  beer  above  the  alcohol  limit;  brewing 
had  thus  to  be  carried  on  with  the  use  of  foreign  raw  materials. 

IMeat,  Tinned  Goods,  and  Lard. 

A considerable  transshipment  of  meat  and  lard  took  place  from 
America  to  Germany  via  Denmark ; and  as  Great  Britain  could  not 
block  these  American  exports  she  tried  to  impede  Danish  imports 
and  reex])orts  of  these  goods.  At  the  same  time  there  was  an  in- 
creased export  of  cattle,  meat,  and  tinned  goods  of  Danish  origin, 
])rincipally  southward.  These  ex])orts  went,  however,  to  the  usual 
mai-kets ; and,  consequently,  the  demands  of  the  Allies  that  the  Dan- 
ish Government  take  steps  to  regulate  these  exports  had  to  he  re- 
jected. By  the  ahove-mentioned  agreement  of  elanuary  9,  1915,  the 
jVllies  agreed  to  a normal  export  of  meat  southward.  In  return,  Den- 
mark, on  .lanuary  10,  1915,  ])laced  an  emhai’go  on  lard;  exemptions 
from  this  embargo  were,  however,  granted  for  a j)art  of  the  Danish 
])roduction.  At  the  same  time  (February  5)  a maximum  price  was 
fixed  for  lard ; and,  consequently,  the  arrangement  had  the  appear- 
ance of  being  made  to  keep  the  home  market  sup])lied  with  the 
commodity  in  question  at  a reasonable  price.  This  was,  as  a whole,  in 
keeping  with  the  j)rinciple  maintained  by  the  Danish  Government, 
namely,  that  embargoes  could  ho  placed  only  to  ensure  supplies  for 
the  home  market,  and  that  no  embargo  could  be  imposed  with  a view 
to  assisting  the  Allies  in  preventing  the  Central  Powers  from  obtain- 
ing goods  which  the  Allies  themselves  were  unable  to  stop. 

The  Export  of  Horses. 

As  the  export  of  horses  south  during  the  first  months  of  the  War 
was  very  extensive  (exports  during  1914  were  96,000  as  against 
28,000  in  1913)  an  embargo  was  placed  on  foals  and  colts  in  Se})- 
temher;  and  on  November  23  a general  embargo  on  horses  was  im- 
])osed.  klven  though  it  might  be  said  that  the  embargo  had  been 
j)laced  in  order  to  kee])  the  Danish  farmers  su])plied  with  draft  ani- 
mals, it  was,  however,  only  natural  under  the  circumstances  that  this 
lar'ge  ex{)ort  of  horses  to  the  Central  Powers  must  have  been  ex- 
ceedingly unpleasant  to  the  Allies.  The  latter  could  not,  however, 
bring  any  direct  influence  to  bear;  hut,  of  course,  there  were  many 
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otlier  commodities  the  supply  of  which  depended  upon  the  friendly 
attitude  of  Great  Britain.  Further,  the  position  was  this.  As  a con- 
dition for  releasing  certain  goods  on  which  Germany  had  placed  an 
embargo  she  demanded  that  compensation  be  given ; and  even  though 
Germany,  to  a great  extent,  considered  exports  of  agricultural  prod- 
uce as  coni])ensation  it  might,  in  certain  circumstances,  be  of  im- 
portance to  have  commodities  which  could  be  used  for  this  purpose ; 
and  this  became  the  case  with  horses. 

Hides  and  Leather  Goods. 

While  we  had  a free  hand  with  regard  to  the  export  of  cattle, 
meat,  tinned  goods,  and  horses,  in  so  far  as  we  did  not  need  supplies 
of  these  commodities  from  abroad,  the  question  of  exporting  hides, 
leather,  and  leather  goods  was  more  difficult.  In  these  instances 
Danish  industry  was  dejiendent  upon  supplies  of  tannin  and  heavy 
overseas  hides  for  the  manufacture  of  sole  leather ; and  this,  coupled 
with  a great  increase  in  prices- — caused  by  a heavy  demand  at  home 
and  also,  and  not  least,  from  the  military  authorities  of  the  Central 
Bowers — necessitated  regulations  against  such  exports.  Both  now 
and  later,  during  the  War,  regulating  these  goods  met  with  great 
difficulties,  because  an  arrangement  limiting  the  export  of  hides 
caused  a reduction  of  prices,  which  was  detrimental  to  the  farmers 
and  favorable  to  the  tanning  industry ; and  regulations  concerning 
tanned  hides  hui't  the  tanneries  but  benefited  the  shoemakers  and 
saddlers.  Finally,  in  December,  1914,  a series  of  negotiations  re- 
sulted in  an  embargo  on  all  dressed  hides  and  skins,  and  on  leather ; 
and  in  Februarjq  1915,  an  embargo  was  placed  on  pigskins  and  all 
undressed  leather  goods.  But  the  fact  that  it  was  still  more  impor- 
tant to  protect  the  country  against  unemployment  than  against 
high  prices  prevented  the  Government’s  losing  the  economic  advan- 
tage incidental  to  exports  by  a general  embargo  on  all  kinds  of 
leather  and  leather  goods,  as  it  seemed  better  to  submit  to  a rise  in 
})rices,  which  was  no  doubt  deeply  rooted  in  the  prevailing  economic 
conditions;  and  this  is  well  worth  bearing  in  mind  when  trying  to 
understand  the  trade  and  financial  policy  pursued  during  the  War. 

Agriculture. 

While  the  difficulties  in  supplying  the  farmers  had  not  yet  reached 
such  a state  that  the  necessary  raw  materials  and  auxiliary  materials 
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for  the  full  inainteiiaiice  of  agricultural  industry  were  lacking,  sev- 
eral changes  in  the  agricultural  system  were,  however,  necessitated 
hy  both  the  altered  conditions  of  supply  and  by  domestic  interfer- 
ences and  regulations.  During  the  years  1914  and  1915,  taken  to- 
gether, agricultural  exports  averaged  about  kr.  720,000,000  against 
about  kr.  580,000,000  in  1918,  whereas  the  imports  of  fodders  and 
fertilizers,  etc.,  averaged  about  kr.  220,000,000  in  1914-1915  and 
about  kr.  160,000,000  in  1918;  accordingly  the  surplus  had  in- 
creased from  about  kr.  870,000,000  to  about  kr.  500,000,000 — an 
index  of  the  extent  of  the  increased  sales. 

Manufacturing  Industries. 

Where  manufacturing  industries  were  concerned  the  outbreak  of 
the  War  had  endangered  supplies  of  raw  and  auxiliary  materials, 
and  especially  the  supply  of  coal;  and  in  spite  of  the  fact  that  the 
Chamber  of  Manufacturers  had  urged  its  members  “to  emj)loy  the 
largest  possible  number  of  workers  so  long  as  it  was  in  any  way  pos- 
sil)le,”  the  percentage  of  unemployed  in  the  industries  proper  had 
reached  9.6  at  the  end  of  August,  1914,  as  against  8.8  in  the  pre- 
ceding year.  This  was,  however,  the  climax ; thereafter  the  percent- 
age declined  steadily.  But  unemplovment  in  tlie  building  trades  and 
among  unskilled  laborers  was  steadily  increasing  during  the  winter 
of  1914-1915,  as  building  operations — especially  in  Copenhagen — 
up  to  the  spring  of  1915  were  entirely  suspended. 

Industrial  conditions  were  also,  to  a great  extent,  impeded  by  the 
fact  that  most  raw  materials  were  contraband  of  war ; while  Danish 
embargoes  on  such  materials  were  imposed  from  time  to  time,  it  was 
often  exceedingly  difficult  to  obtain  exemptions  from  the  embargoes 
of  the  belligerent  Powers — partly  because  in  many  cases  they  them- 
selves needed  the  raw  materials,  and  partly  because,  as  the  economic 
war  became  more  acute,  the  demands  for  guarantees  that  the  goods 
should  not  benefit  the  enemy  directly  or  indirectly  became  more  and 
more  stringent.  The  fact  that  normal  sources  of  supply  were  closed 
made  it  appear  as  if  more  than  the  usual  quantity  of  certain  goods 
was  being  imported,  l)ecause  requirements  necessarily  had  to  be  met 
from  that  country  where  such  goods  could  still  be  obtained,  includ- 
ing the  requirements  which  had  hitherto  been  met  by  ini])orts  from 
other  countries.  Further,  in  many  ways  changes  occurred  in  imports 
of  raw  materials,  unfinished  goods,  and  manufactured  goods.  At  the 
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same  time  exports  also  showed  great  changes;  but  in  spite  of  the 
above-mentioned  rise  in  leather  goods,  and  the  general  increase  in 
prices,  they  showed  only  an  increase  of  from  kr.  61,000,000  in  1913 
to  kr.  66,000,000  in  1914,  while  imports  of  raw  materials  did  not 
differ  materially  in  value  for  the  two  years. 

The  fact  that  supplies  to  industries  were  maintained,  to  a certain 
extent,  during  the  first  part  of  the  War  was  due  mainly  to  the  work 
immediatel}'-  undertaken  by  the  Chamber  of  Manufacturers.  In  Janu- 
ary, 1915,  a large  meeting  was  held,  at  which,  besides  the  represen- 
tatives of  the  various  industries,  both  the  Home  Secretary  and  the 
Foreign  Secretary  took  part  in  the  debate  as  to  the  steps  to  he  taken 
to  co})e  with  the  difficulties  incidental  to  the  now  prevailing  shortage 
of  imj)ortant  materials  such  as  copper,  lead,  rubber,  and  chemicals. 
J’he  Allies  especially  feared  that  such  goods  as  copper  and  rubber 
would  he  reexported  to  the  Central  Towers ; consequently  the  debate 
chiefly  dealt  with  the  finding  of  such  forms  of  guarantee  against  the 
reexport  of  goods  which  were  imported  for  domestic  use  as  would 
enable  the  Allies  to  feel  satisfied  that  the  obligations  thus  incurred 
would  be  met.  As  the  Foreign  Secretary  did  not  consider  it  expedient 
that  the  Government  should  act  as  an  importer,  and  also  gave  his 
advice  against  establishing  an  import  organization  proper,  the 
Chamber  of  Manufacturers  decided  to  offer  the  British  Government 
only  guarantees  for  the  fulfilment  of  the  obligations  incurred  by  its 
members.  Neffotiations  lookinff  to  further  arrangements  were  com- 
mcnced  in  Imndon,  and  resulted  in  an  agreement  dated  February 
18,  1915.  Thereby  the  seed  for  the  subsequent  commercial  treaties 
was  sown. 

Shipping. 

Although  freight  rates  had  begun  to  rise  toward  the  end  of  1914 
the  rise  was  not  large  enough  to  compensate  for  the  reduction  in  the 
])rofits  of  the  shipping  trade  caused  by  the  interruptions  during  the 
period  immediately  following  the  outbreak  of  the  War;  and,  conse- 
quently, the  gross  proceeds  of  the  foreign  carrying  trade  of  the 
Danish  merchant  marine  during  1914  amounted  only  to  kr.  102,- 
()()(),00(),  as  against  kr.  119,000,000  during  1913.  But  in  1915 
freight  rates  rose  to  such  an  extent  that  gross  freight  proceeds 
reached  kr.  234,000,000.  Freight  rates,  however,  reached  their  cli- 
max in  February,  1915. 
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3.  Finances  and  Prices. 

The  Stock  Exchange. 

Unlike  the  great  stock  exchanges  of  the  world  the  Copenhagen 
Stock  Exchange  had  not  been  greatly  affected  by  the  world’s  politi- 
cal vacillations  between  hopes  for  peace  and  fear  of  war  after  the 
Sarajevo  murder ; and  even  though  the  Stock  Exchange  was  vio- 
lently shaken  when  the  War  broke  out,  it  may  be  said  that  there  was 
no  actual  panic  like  those  which  had  been  ravaging  the  great  foreign 
stock  exchanges.  Rut  the  anxiety  was,  however,  so  great  during  the 
last  days  of  July,  and  the  slumps  in  the  prices  of  securities  so  severe, 
that  on  July  29  the  Minister  of  Trade  opened  negotiations  in  part 
with  the  chairman  of  the  Stock  Exchange  Committee  and  in  part 
with  representatives  of  the  leading  banks,  for  the  discussion  of  pos- 
sible measures  against  the  impending  danger.  It  was  thought  suffi- 
cient for  the  time  being  to  prohibit  members  of  the  Exchange  from 
participating  in  bear  operations.  At  the  same  time  the  five  leading 
banks  of  Copenhagen  agreed  to  waive  their  claim  for  payments  on 
loans  given  on  Stock  Exchange  securities  so  long  as  the  official  price 
of  the  securities  pledged  did  not  drop  below  the  amount  of  the  loan. 
As,  however,  the  War  and  the  crisis  spread,  the  Stock  Exchange  was 
closed  temporarily  on  August  1 and  finally  on  August  3. 

Ranks  and  Savings  Ranks. 

While  it  had  thus  been  possible  to  avert  a panic  on  tbe  Stock  Ex- 
change, in  which  securities  would  have  been  thrown  on  the  market, 
milder  measures  had  to  be  applied  in  dealing  with  a corresponding 
disquietude  regarding  deposits  in  banks  and  savings  banks.  It  was 
impossible  to  suspend  bank  payments,  while  it  was  possible  to  post- 
pone them.  The  Act  of  August  2,  1914,  dealing  with  withdrawals  of 
dejmsits  and  savings,  empowered  the  Minister  of  Trade  to  provide 
that  withdrawals  in  excess  of  kr.  300  a week  could  not,  as  a rule, 
be  demanded  on  passbooks  or  deposit  receipts.  It  appeared,  however, 
that  almost  kr.  14,000,000  were  withdrawn  from  the  Copenhagen 
banks  during  August  in  excess  of  the  amount  deposited ; in  the  pro- 
vincial towns  the  corresponding  amount  was  upward  of  kr.  6,000,- 
000  and  in  the  country  somewhat  less  than  4,000,000,  making  a total 
of  24,000,000,  whereas  from  September,  1914,  to  January,  1915, 
kr.  28,000,000  was  deposited  over  and  above  the  amount  withdrawn. 
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The  prevailing  anxiety  of  the  population  also  resulted  in  a hoard- 
ing of  silver  coin.  An  attempt  was  made  to  remedy  the  great  incon- 
venience thereby  caused  by  authorizing  the  National  Bank,  by  an 
act  of  August  15,  to  issue  notes  of  the  denomination  of  one  and  two 
kroner,  the  smallest  note  having  hitherto  been  the  five-kroner  note. 
But  only  one-kroner  notes  to  the  amount  of  kr.  9,250,000  were 
issued.  Gradually  silver  came  into  circulation  again.  And  at  the 
close  of  the  National  Bank’s  business  year  (July  31,  1915)  only 
kr.  900,000  in  one-kroner  notes  was  in  circulation. 

Suspension  of  Gold  Payments. 

Of  all  the  effects  of  the  unrest  on  the  money  market  the  suspension 
of  the  right  to  convert  notes  into  gold  was  the  most  fatal.  During 
the  last  days  of  July  gold  was  in  such  demand  that  the  bank  lost 
about  kr.  5,000,000  worth  of  the  metal.  For  this  reason,  and  also 
because  the  gold  reserve  was  not  very  large  (as  against  kr.  156,000,- 
000  in  notes  in  circulation  at  the  end  of  Julv  there  was  only  a gold 
reserve  of  kr.  78,000,000,  which  was  barely  sufficient  to  satisfy  the 
legal  requirement  of  gold  cover  for  half  the  amount  of  notes  issued) 
the  Bank  considered  it  necessary  to  obtain  an  exemption  from  its 
obligation  to  convert  notes  into  gold.  But  in  view  of  the  unsettled 
conditions  the  necessity  of  having  a supply  of  gold  on  hand  for  the 
payment  of  debts  to  foreign  countries  had  also  to  be  taken  into 
consideration. 

Amendments  to  the  Rules  Governing  the  Gold  Reserve. 

ddie  heavy  demands  made  on  the  Bank  meant,  however,  that  the 
50  per  cent  gold  reserve  could  not  be  maintained ; and  consequently 
the  Bank  applied  for,  and  by  a Royal  Ordinance  of  September  30, 
1914,  obtained  various  releases  from  the  provisions  regarding  note 
backing  in  the  Act  of  1907.  The  gold  cover  was  reduced  to  40 
per  cent,  while  at  the  same  time  the  Bank  was  allowed  to  include 
certain  securities  in  its  reserves,  securities  which  it  had  not  hitherto 
been  allowed  so  to  include.  By  the  middle  of  September  its  active 
circidation  had  increased  to  kr.  202,000,000,  whereas  the  backing 
was  kr.  74,000,000.  Thus  kr.  54,000,000  in  notes  was  in  active  cir- 
culation in  excess  of  the  limit.  In  its  recommendation  of  September 
24,  1914,  the  Bank  states  with  regard  to  the  amendments  to  the 
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provisions  concerning  reserves  that  the  reason  for  this  disproportion 
and  for  the  fact  that  it  might  very  well  increase  for  some  time  to 
come  was,  so  far  as  the  reserve  was  concerned,  the  impossibility  of 
obtaining  gold,  and  as  for  the  notes,  it  was  chiefly  the  blocking  of 
foreign  credits  which  finally  forced  those  desirous  of  obtaining  loans 
to  apply  to  the  National  Rank.  The  Government  agreed  to  the  rec- 
ommendation of  the  National  Rank;  on  November  17,  1914,  a bill 
amending  the  charter  of  the  National  Rank  was  introduced  and 
became  law  on  March  31,  1915.  The  principal  difference  between 
this  act  and  the  Act  of  1907  was  that  the  reserve  was  now  to  amount 
only  to  per  cent  as  against  50  per  cent  before.  According  to 

the  Act  of  1907  two-fifths  of  the  backing  might,  however,  consist  of 
the  net  amounts  due  to  the  hank  from  the  Swedish  Rikshank,  The 
Rank  of  Norway,  and  the  Deutsche  Reichshank.  The  note  reserve 
was  thus  reduced  from  one-half  to  one-third;  but  amounts  due  from 
the  three  foreign  banks  of  issue  could  not  in  the  future  he  included 
in  it. 

The  desire  of  the  Rank  to  he  enabled  to  grant  credits  on  an  ex- 
tensive scale  had  thus,  to  no  slight  degree,  been  met  by  the  legisla- 
ture. The  reason  for  this  seems  primarily  to  have  been  that  reserve 
provisions  had  been  rather  stringent  and,  consequently,  it  might  be 
considered  safe  to  modify  them.  Furthermore,  it  had  proved  impossi- 
ble to  maintain  such  provisions  in  the  face  of  the  demands  on  the 
Rank  caused  by  the  outbreak  of  the  War.  Without  a doubt  the  Gov- 
ernment’s need  of  funds  also  played  a part  in  this  respect. 

The  desire  of  the  Rank  to  become  more  active  in  granting  credits 
met  with  the  desire  on  the  part  of  trade  to  be  compensated  for  the 
credits  hitherto  obtained  from  abroad,  a desire  which  was  also  enter- 
tained by  the  Labor  Party  on  account  of  the  stoppages  of  work  and 
the  heavy  increase  in  unemployment  during  the  first  months  of  the 
W ar.  The  difficult  position  of  the  Rank,  its  desire  for  more  activity 
as  a credit  giver,  and  the  current  opinion  that  the  War  could  not 
])ossibly  last  long,  probably  all  acted  together  in  putting  the  ques- 
tion of  maintaining  the  value  of  money  in  the  background. 

Immediately  after  the  outbreak  of  war  the  heavy  demand  for 
goods  from  the  Central  Powers  caused  an  influx  of  foreign  bills, 
etc.,  and  gold,  which  aft“orded  Denmark  a legal  basis  for  her  policy 
regarding  the  issue  of  bank  notes  which  was  pursued  during  the 
War  and  the  years  after  the  War. 
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Foreign  Money. 

The  increases  in  the  exchange  rates  for  foreign  moneys  which  fol- 
lowed immediately  upon  the  suspension  of  gold  payments  and  the 
embargo  on  gold  and  silver,  in  connection  with  the  demands  from 
abroad  for  repayment  of  money  due,  continued  during  the  autumn. 
Rut  almost  immediately  a noticeable  weakness  in  the  reichsmark,  the 
Austrian  krone,  and  in  rubles,  set  in.  Thus,  almost  from  the  first  day 
of  the  War  the  hopeless  struggle  to  maintain  the  values  of  the  three 
last-mentioned  rates  commenced,  in  which  struggle — especially  so 
far  as  the  reichsmark  is  concerned — Denmark  lost  very  large  sums. 
As  circumstances  were,  in  the  autumn  of  1914,  the  inequalities  of  the 
currencies  of  the  Central  Powers  and  those  of  the  Allies  as  against 
the  Danish  krone  were,  however,  onl}^  indicative  of  the  fact  that  the 
Danish  krone  had  depreciated  less  in  value  in  the  international  cur- 
rency market,  in  terms  of  dollars  and  sterling,  than  had  the  reichs- 
mark and  the  Austrian  krone. 

Tlie  consternation  caused  by  the  fact  that  the  pound  sterling  and 
the  dollar  commenced  to  rise  in  value  immediately  after  the  outbreak 
of  war,  resulted  in  negotiations  between  the  banks,  the  Government, 
and  the  “Extraordinary  Royal  Commission.”  For  tlie  grain  import- 
ers, in  particular,  claimed  that  the  lack  of  available  dollar  exchange 
caused  a decrease  in  the  supplies  of  wheat  and  fodders,  as  they 
could  now  be  bought  only  for  cash  in  America.  The  Government  did 
not,  however,  desire  to  make  extensive  arrangements,  but  obtained  a 
credit  in  dollars  corresponding  to  kr.  4,0()0,()00  which  was  to  be  used 
in  payment  for  grain  imported  by  the  Government,  and  a sterling 
credit  of  £84,000  to  be  applied  to  the  payment  of  interest  on  the 
national  debt. 

Against  the  great  shiftings  in  the  balance  of  trade  these  amounts 
were  insignificant,  and  the  decreasing  international  value  of  the 
krone  could  not  be  stopped  by  the  obtaining  of  these  credits,  and 
still  less  by  the  rise  in  the  bank  rate  which  took  place,  the  rate  being 
raised  on  August  1 from  5 to  6,  and  on  August  4 from  6 to  7 ; 
to  be  lowered  again  on  August  11  to  6,  and  on  January  6 to  0V2 
per  cent.  Now,  as  also  later  on,  it  was  proved  that  the  changes  in  the 
l)ank  rate  must  have  a small  margin  to  work  upon  if  they  were  to 
have  any  significance  at  all. 

The  lack  of  foreign  moneys,  and  especially  of  sterling  and  Dutch 
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guilders,  whicli  was  felt  was  partly  due  to  the  fact  that  the  country 
had  large  financial  credits  to  settle — especially  in  London  and  Paris 
— and,  partly,  that  at  home,  and  also  indirectly  from  Germany, 
heavy  demands  for  sterling  and  guilders  were  made  on  our  money 
market ; because  both  the  supplies  obtained  via  Copenhagen  and  the 
supplies  procured  from  the  south  had  to  he  paid  for  largely  in  Brit- 
ish currency,  and  only  to  a slight  extent,  or  not  at  all,  in  German 
money.  The  purchases  of  this  money  in  Denmark  were  among  the 
causes  why  we  came  to  have  such  large  claims  on  Germany,  the  pay- 
ments having,  of  course,  been  made  in  marks. 

The  total  financial  credits  is  uncertain,  hut  if  the  hills  of  ex- 
change and  the  credit  debts  of  the  banks  are  estimated  at  about 
kr.  5(),()00,00()  and  the  debts  of  Danish  firms  to  foreig’n  countries 
at  not  less  than  kr.  20,000,000,  it  cannot  have  been  impossible  to 
])ay  these  amounts ; and  the  repa^mient  of  these  credits  can  have 
been  merely  one  cause  among  several  of  the  stringency  on  the  money 
market.  But  immediately  after  the  outbreak  of  the  War  the  collapse 
of  the  international  money  market,  which  was  mainly  responsible  for 
the  demand  for  sterling  on  this  market,  and  the  calls  for  payment 
of  short  credits  from  Germany,  Great  Britain,  and  France,  coupled 
with  a natural  nervousness  and  reserve  on  the  part  of  the  owners  of 
such  moneys,  acted  together  to  cause  a rise  in  the  rates  of  exchange. 

The  International  Credit  Balance. 

But  these  conditions  cannot  have  had  a deciding  effect  throughout 
the  autumn  and  winter  as  the  rise  in  the  rates  of  exchange  steadily 
continued.  If  we  examine  the  balance  of  credit  during  the  time  from 
the  outbreak  of  the  War  to  December  31,  1914,  an  extraordinary 
influx  of  foreign  media  of  payment — about  kr.  190,000,000 — is  ap- 
])arent,  which  in  normal  circumstances  would  have  made  impossible 
the  rise  in  the  rates  of  Allied  exchange.  This  reached  its  climax  on 
February  20,  1915,  with  a sterling  rate  of  19.50  (18.16  at  par), 
and  on  INIarch  1 with  a dollar  rate  of  413  (373  at  par).  It  was,  how- 
ever, a fact  that  the  payment  of  this  kr.  190,000,000  was  made  in 
an  unusual  manner,  more  than  kr.  100,000,000  being  covered  by 
the  return  of  Danish  securities  from  abroad.  Payments  were  fur- 
ther made  in  foreign  money  and  in  gold;  and  the  flight  of  capital 
from  the  belligerent  countries  may  certainly  be  supposed  to  have 
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had  the  effect  that  there  was  actually  a larger  amount  available 
than  the  above-mentioned  kr.  190,000,000,  so  that  a part  of  the 
goods  imported  during  1915  had  already  been  paid  for.  There 
was,  consequently,  so  much  foreign  money  on  hand  that  the  amount 
due  to  the  private  banks  from  abroad  was  increased  by  about  kr. 
30,000,000,  and  the  amount  due  to  the  National  Bank  (inclusive 
of  the  increase  in  its  gold  reserve),  by  kr.  50,000,000.  Therefore, 
the  rise  in  the  rates  of  foreign  exchange  cannot  have  been  caused 
by  any  lack  of  foreign  money ; other  special  causes  must  have  made 
themselves  felt. 

As  soon  as  the  convertibility  of  notes  into  gold  is  suspended  and 
currency  thus  made  free,  its  price — like  the  price  of  any  other  com- 
modity— will  be  determined  by  supply  and  demand.  But  when  the 
rates  of  foreign  exchange  were  here  forced  to  go  on  rising  in  order 
to  maintain  an  equilibrium  between  supply  and  demand,  this  must, 
in  the  first  place,  be  conditional  upon  a limited  supply,  and  in  the 
second  place,  on  the  increasing  willingness  and  capacity  to  pay  on 
the  part  of  the  purchasers.  So  far  as  the  supply  was  concerned  this 
was  limited — in  spite  of  the  great  profits  derived  from  sales  abroad 
— because  only  a small  part  of  the  amount  was  received  in  available 
currencies,  while  the  bulk  consisted  of  our  own  securities  and  of  gold 
which  could  be  reexported  only  to  a very  small  degree ; and,  finally, 
because  the  banks  had  to  keep  on  hand  part  of  such  foreign  money. 

We  must  then  ascertain  whether  there  was  an  increasing  capacity 
to  ])ay,  i.e.,  whether  the  purchasing  power  in  terms  of  Danish  kroner 
was  growing.  It  may  be  supposed  that  from  the  end  of  July  to  the 
end  of  August  the  National  Bank  had  increased  its  advances  by 
from  kr.  20,000,000  to  kr.  30,000,000.  This  extension  of  credit  must 
chiefly  have  been  due  to  the  assistance  lent  by  the  National  Bank  to 
the  ])ayment  of  short-term  credits  abroad,  for  the  banks  themselves 
did  not  increase  their  advances  during  the  first  three  months  of  the 
W ar.  I'lirthermore,  foreign  countries  may,  by  loans  on  securities, 
etc.,  have  procured  Danish  kroner  for  the  purchase  of  sterling  and 
dollars,  even  though  these  currencies  could  be  bought,  and  were 
bought,  with  other  foreign  media  of  exchange.  Besides,  the  Treasury 
was  drawing  on  its  deposits  in  the  private  banks,  thereby  compelling 
them  to  resell  an  increasing  number  of  bills  on  the  National  Bank. 
At  the  outbreak  of  the  War  the  National  Bank  owed  to  the  Treas- 
ury direct  oidy  kr.  3,400,000. 


FROM  OUTBREAK  OF  WAR  TO  MARCH,  1915  437 


Accoi’dingly,  it  may  be  supposed  that  the  extension  of  credits  hy 
the  National  Bank  contributed  to  the  increase  of  foreign  rates  of 
exchange,  so  much  the  more  as  the  money  which  became  available 
was  used,  to  no  slight  extent,  in  the  purchase  of  foreign  goods  to 
obtain  supplies  which  were  threatened  with  a stoppage. 

But  the  credit  extension  of  the  National  Bank  had  another  and 
equally  important  effect  in  that  it  formed  the  basis  of  the  credit 
extensions  of  the  private  hanks,  which  commenced  in  November, 
1914 — hy  assuring  the  hanks  that,  without  becoming  dependent 
upon  the  National  Bank,  they  could  always  have  sufficient  notes  on 
hand  with  which  to  meet  requirements  for  cash  incidental  to  the  in- 
creased granting  of  advances. 

This  will  ap|)ear  if  we  consider  the  period  from  August,  1914,  to 
February,  1915,  during  which  time  all  foreign  rates  of  exchange 
were  increasing  and  culminated,  the  active  circulation  of  notes  of  the 
National  Bank,  hy  reason  of  the  increase  in  sums  due  from  abroad 
and  in  the  stock  of  bullion,  being  increased  hy  about  kr.  45,000,000 ; 
whereas  the  advances  of  the  private  hanks  were  increased  by  about 
kr.  30,000,000. 

As  the  deposits  and  the  withdrawals  of  the  savings  banks  during 
this  period,  as  a whole,  were  almost  equal,  and  as  conditions  in  other 
ways  were  becoming  more  quiet  toward  the  end  of  the  period  (ad- 
vances hy  the  National  Bank  at  the  end  of  July  and  at  the  end  of 
February  being  about  the  same),  it  must  he  expected  that  this  in- 
crease of  the  purchasing  power,  amounting  to  kr.  75,000,000,  may 
he  found  as  deposits  in  the  hanks.  This  ])roves  true  when  a compari- 
son is  made  between  the  amount  on  deposit  in  the  three  leading  pri- 
vate hanks  at  the  end  of  July,  1914,  and  that  at  the  end  of  I’ehru- 
ary,  1915.  The  deposits  were  increased  hy  kr.  68,000,000  in  these 
three  hanks,  and  at  the  same  time  the  item  “Sundry  Creditors”  in  the 
returns  of  the  National  Bank  was  increased  hy  kr.  7,000,000,  or  hy 
a total  of  kr.  75,000,000,  corresponding  to  the  increase  in  notes  in 
circulation  plus  the  increase  in  the  advances  of  the  three  hanks.  In 
other  words,  the  ]>rivate  hanks  had  obtained  possession  of  the  in- 
creased issue  of  notes. 

J'lie  develoj)inents  on  our  money  market  during  the  first  months 
of  the  War  may  briefly  he  characterized  as  follows:  The  collapse  of 
the  nornial  modes  of  payment  made  necessary  the  assistance  of  the 
National  Bank  in  August,  otherwise  a complete  crisis  would  have 
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occurred.  At  the  same  time,  and  later,  came  the  meeting  of  require- 
ments by  the  Government,  and  gradually  the  pa^^ment  for  the  agri- 
cultural exports  to  Germany,  which  it  was  impossible  to  refuse  to 
accept  considering  the  forms  of  payment  which  Germany  could 
offer.  Hereby  the  supply  of  media  of  exchange  in  this  country  was 
increased,  as  the  German  marks  received  by  us — as  shown  above — 
were  converted  into  Danish  kroner.  Following  the  desire  of  the 
National  Bank,  part  of  these  marks  were  exchanged  for  gold  to  pro- 
vide the  necessary  reserve  for  the  issue  of  notes,  and  following  the 
desire  of  Germany,  to  prevent  the  fall  of  the  reichsmark  rate  caused 
by  the  supply  of  this  money  to  the  market.  But  this,  so  far,  was  only 
a formal  change,  in  so  much  as  both  foreign  money  and  bullion 
necessarily  had  to  be  converted  into  Danish  kroner  to  the  extent  to 
which  these  media  of  payment  came  from  Danish  exporters  who, 
naturally,  wanted  kroner.  This  caused  the  increase  in  the  issue  of 
notes  by  the  National  Bank,  and  this  increase  took  place  before  the 
increase  in  the  advances  of  the  private  banks. 

The  notes  passed  to  tlie  private  banks,  and  thereby  became  in  a 
sense  liquid.  This  meant  that  the  private  banks  became  independent 
of  the  National  Bank,  which  latter  bank  naturally  had  some  doubt 
about  the  effects  of  the  increase  of  the  bank  rate  on  this  situation, 
in  which  the  private  banks  were  “rolling  in  money.”  The  extension 
of  credits  had  virtually  become  systematized,  and  the  rise  in  prices 
caused  by  the  increased  scarcity  of  commodities — or  the  expectation 
of  such  scarcity — was,  of  course,  a natural  incentive  to  a continued 
expansion  of  credit. 

The  Price  Level. 

The  above-outlined  interchange  of  goods  with  foreign  countries 
had  not  oidy  the  effect  of  forcing  up  foreign  rates  of  exchange,  but 
the  rising  prices  in  the  belligerent  countries  and  the  increase  in  the 
freight  rates,  coupled  with  the  increase  which  was  due  to  the  fall  in 
the  external  value  of  the  krone,  were  responsible  for  a rise  in  our 
2)rice  level.  For  the  jndces  of  the  goods  we  purchased  abroad  and  the 
])rices  of  the  goods  sold  by  us,  as  a whole,  naturally  determined 
the  ])rices  in  this  country.  Wc  were,  so  to  say,  infected  with  the  rise 
in  j)rices  in  the  belligerent  countries.  It  also  appeared  that  the  Dan- 
ish wholesale  j)rice  index  number  had  risen  by  about  30  per  cent, 
whereas  the  index  number  of  The  Economist  had  only  risen  bv  about 
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20  per  cent,  which  corresponds  to  a fall  in  the  external  value  of  the 
krone  of  about  10  per  cent. 

This  rise  in  wholesale  prices  further  reacted  on  retail  prices 
which,  in  February,  showed  an  increase  for  food,  in  the  worker’s 
budget,  of  20  per  cent,  and  for  fuel  of  about  30  per  cent. 

The  rise  of  the  Danish  price  level  continued  throughout  the  years 
of  war ; hut  at  about  the  beginning  of  March  the  rises  in  the  rates 
of  exchange  stopj)ed  and  a decline  set  in  carrying  the  value  of  the 
Danish  krone  above  the  old  gold  par  value,  and  there  it  remained 
during  the  rest  of  the  actual  war  period.  This  turn  of  affairs  in 
February  and  IMarch,  1915,  probably  must  he  ascribed  to  the  fact 
that  the  import  demand,  especially  for  grain  and  fodders,  had  been 
satisfied  for  the  time  being,  that  the  prices  of  these  commodities  had 
commenced  to  fall  on  the  world  market,  that  the  remaining  imports 
decreased  while,  at  the  same  time,  ex])orts  were  maintained  to  almost 
their  full  extent,  and  that  the  profits  from  the  shipping  trade  were 
increasing.  But,  furthermore,  information  of  the  impending  British 
Order  in  Council  of  March  11,  1915,  assisted  in  limiting  the  demand 
for  foreign  money,  because  it  was  feared  that  the  possibility  of  main- 
taining supplies  from  overseas  would  he  further  diminished. 


CHAPTER  III 

FROM  MARCH,  1915,  TO  FEBRUARY,  1917 

1.  International  Law  and  Commercial  Policy. 

The  Order  in  Council  of  March  11,  1915,  read  in  part  as  follows: 

Whereas  the  German  Government  has  issued  certain  orders  which, 
in  violation  of  the  usages  of  war,  purport  to  declare  the  waters  sur- 
rounding the  United  Kingdom  a military  area  in  which  all  British  and 
Allied  merchant  vessels  will  be  destroyed,  irrespective  of  the  safety  of  the 
lives  of  passengers  and  crew,  and  in  which  neutral  shipping  will  be  ex- 
posed to  similar  dangers  in  view  of  the  uncertainties  of  naval  warfare: 

And  whereas  in  a memorandum  accompanying  the  said  orders  neu- 
trals are  warned  against  entrusting  crews,  passengers  or  goods  to  Brit- 
ish or  Allied  ships : 

And  whereas  such  attempts  on  the  part  of  the  enemy  give  to  His 
Majesty  an  unquestionable  right  of  retaliation: 

And  whereas  His  Majesty  has  therefore  decided  to  adopt  further 
measures  in  order  to  prevent  commodities  of  any  kind  from  reaching  or 
leaving  Germany,  though  such  measures  will  be  enforced  without  risk 
to  neutral  ships  or  to  neutral  or  non-combatant  life  and  in  strict  ob- 
servance of  the  dictates  of  humanity : 

And  whereas  the  Allies  of  His  Majesty  are  associated  with  him  in  the 
steps  now  to  be  announced  for  restricting  further  the  commerce  of 
Germany ; 

His  Majesty  is  therefore  pleased,  by  and  with  the  advice  of  His 
Privy  Council,  to  order,  and  it  is  hereby  ordered,  as  follows: — 

"J'hese  wore  the  grounds  for  the  Order  in  Council  of  March  11, 
1915,  which  aimed  at  cutting  off  the  Central  Powers  from  all  sup- 
])lios,  a so-called  “distance-blockade”  which  could  not  be  effectively 
maintained  as  a real  blockade  of  the  coasts  in  question,  but  which 
hindered  traffic  on  the  high  seas  and  access  to  neutral  ports.  On  the 
other  hand,  the  Allies  did  not,  in  consequence  of  the  declaration  of 
the  blockade,  declare  blockade  runners  to  be  good  and  lawful  prizes, 
hut  declared  that  confiscated  goods  which  were  not  contraband  of 
war  should  he  re])laced  or  returned  to  the  owner,  in  so  far  as  they 
wei-e  not  suspected  of  being  destined  for  the  enemy'. 

It  soon  appeared,  however,  that  the  agreement  of  January  9, 
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1915,  did  not  prevent  goods  which  were  indubitably  intended  for 
Danish  consumption  from  being  discharged  when  vessels  were  or- 
dered to  put  into  British  j)orts,  and  in  some  cases  the  same  thing 
occurred  in  the  case  of  goods  on  which  an  embargo  had  been  placed 
in  this  country,  which  was  a direct  violation  of  the  January  agree- 
ment. The  reservations  made  by  Great  Britain  with  regard  to  goods 
which  were  doubtless  destined  for  the  enemy  were,  therefore,  now 
applied,  and,  as  against  the  objections  made  to  this,  it  was  jjroposed 
to  extend  the  agreement  to  include  goods  which  were  not  contraband 
of  war.  The  Danish  Government  could  not  agree  to  this  on  account 
of  its  above-mentioned  point  of  view,  that  embargoes  should  only  be 
imposed  in  order  to  assure  su})plies  for  the  home  market.  It  must, 
therefore,  be  compulsory  upon  the  individual  imjjorter  to  give  satis- 
factory guarantees  against  reexport ; and  if  the  Allies  did  not  con- 
sider this  sufficient  the  large  trade  organizations  must  step  in. 

Consequently,  negotiations  looking  to  trade  agreements  were  en- 
tered u])on  by  the  belligerent  powers  on  one  side  and  the  Committee 
of  the  IMerchants’  Guild  and  the  Chamber  of  IManufacturers  on  the 
other.  That  these  private  institutions  and  not  the  Government  con- 
cluded the  agreements  with  the  Allies  was  due  to  the  circumstances 
already  described,  and  also  to  the  fact  that  the  Danish  Government 
could  not  negotiate  on  the  basis  of  the  Order  in  Council  of  IMarch  11, 
which  it  considered  a contravention  of  international  law. 

But  there  was  still  another  reason  for  extending’  the  arrangement 
already  entered  upon  through  the  agreement  of  February  18,  1915, 
between  the  British  Government  and  the  Chamber  of  Manufac- 
turers, namely,  the  desire  to  counteract  the  tendency  of  both  bel- 
ligerent groups  to  obtain  direct  control  of  Danish  trade,  e.g.,  by 
letting  the  foreign  consulates  audit  the  books  of  the  Danish  con- 
signees and  the  like,  a mode  of  procedure  against  which,  of  course, 
it  was  necessary  to  make  the  strongest  possible  objections. 

The  Trade  Agreement  with  Germany. 

J'he  question  of  concluding  “trade  agreements”  first  came  to  the 
front  as  regards  Germany,  and  as  a means  by  which  to  avoid  the 
control  planned  by  Germany.  The  agreement  was  concluded  between 
Germany  and  the  Chamber  of  Manufacturers  on  August  24,  1915, 
and  in  September  a similar  agreement  was  concluded  with  the  Com- 
mittee of  the  Merchants’  Guild;  in  November  both  organizations 
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concluded  agreements  with  Austria-Hungary.  The  organizations 
took  over  the  guarantees  with  regard  to  goods  imported  by  their 
members.  The  fact  that  the  agreements  became  so  favorable  to  Den- 
mark was,  to  a great  extent,  due  to  the  personally  amicable  attitude 
toward  Denmark  of  the  German  Minister  in  this  country,  who 
“naturally  took  this  attitude  because  he  was  convinced  that  it  was 
highly  to  the  interest  of  Germany  that  Denmark  should  remain 
neutral.”  Doubtless  it  was  equally  important  that  Germany,  by 
yielding  to  the  demand  of  the  Chambers  of  Manufacturers  that  ma- 
terials imported  from  Germany  might  be  used  even  in  goods  which 
were  to  be  exported  to  the  Allies,  enabled  the  Chamber  of  Manu- 
facturers-— by  reference  thereto — to  compel  Great  Britain  to  grant 
similar  concessions  which,  in  due  time,  would  be  beneficial  to  Ger- 
many. Concerning  this  point,  the  report  of  the  Chambers  of  Manu- 
facturers says;  “There  was  doubtless  even  at  that  time  a difference 
of  opinion  between  the  German  Legation — supported  by  the  For- 
eign Office — on  the  one  hand,  and  the  representatives  of  the  War 
Office  on  the  other,  a difference  which  was  further  deepened  when  at 
the  end  of  1916  Koumania  had  joined  the  Allies  and  the  German 
militai’y  authorities  desired  to  occupy  Denmark.”  These  lines  give 
an  idea  of  the  degree  to  which  our  commercial  policy  and  the  accom- 
panying financial  policy  was  a matter  of  balancing  on  a razor  edge 
where  the  slightest  misstep  might  be  fatal. 

While  the  trade  agreements  with  the  Central  Powers  were  based 
on  the  compensation  principle — goods  for  goods — as  had  been  the 
case  from  the  beginning  of  the  War,  similar  demands  for  compensa- 
tion were  not  advanced  by  the  Allies. 

The  Trade  Agreement  with  Great  Britain. 

By  the  Anglo-Danish  agreement  of  November  19,  1915,  Den- 
mark succeeded  in  making  an  arrangement  similar  to  that  made  with 
Germany.  The  two  great  business  organizations  made  declarations 
guaranteeing  that  the  obligations  incurred  by  their  members  would 
be  met,  whereby  the  control  exercised  b}"  the  foreign  countries 
ceased.  The  actual  agreement  set  no  limit  to  inqiorts  from  the  west- 
ern Powers,  but  the  (juestion  of  such  limiting  or  “rationing”  had 
been  brought  up  and  discussed  in  the  course  of  the  negotiations. 

In  a letter  dated  February  29,  1916,  from  the  British  Foreign 
Office  to  the  two  Danish  organizations,  the  agreements  entered  into 
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were  further  detailed  and  a number  of  “ration  quantities”  fixed.  But 
this  letter  also  contained  a reservation  which  had  not  been  mentioned 
in  the  agreement,  namely,  with  regard  to  blacklisted  firms,  which 
the  Allies  thereby  cut  off  from  all  supplies,  etc.  When  the  “Danish 
Trade  Office,”  founded  in  London  in  March,  1916,  by  the  organiza- 
tions, commenced  working,  it  succeeded  to  some  extent  in  arriving 
at  an  understanding  with  regard  to  the  xVllied  black  lists.  A similar 
arrangement  with  Germany  could  not  he  made,  not  even  when  stipu- 
lations as  to  the  suspension  of  blacklisting  were  introduced  in  the 
credit  agreements,  the  making  of  which  was  commenced  in  1917. 

An  act  of  April  5,  1916,  fixed  the  penalties  for  contraventions  of 
these  declarations  of  guarantee  given  by  the  Committee  of  the  Mer- 
chants’ Guild  and  the  Chambers  of  IManufacturers. 

The  Cancellation  of  the  London  Declaration. 

During  the  year  1915  several  new  kinds  of  commodities  had  been 
included  both  in  the  German  and  the  British  lists  of  contraband, 
and  further  additions  were  made  during  1916,  so  that  practically 
all  commodities  of  any  importance  were  now  declared  contraband  of 
war.  But  by  an  Order  in  Council  of  March  30,  1916,  Great  Britain 
went  even  further,  and  abolished  the  difference  between  absolute 
and  conditional  contraband  while,  at  the  same  time,  the  rules  con- 
cerning enemy  destination  were  made  more  rigorous,  in  so  much  as 
blacklisted  firms  were,  in  advance,  considered  enemy  destination; 
and  neither  ships  nor  cargoes  could  be  exempted  from  confiscation 
for  attempted  breach  of  blockade,  even  if  such  vessels  at  the  time  of 
the  seizure  were  bound  for  a port  which  was  not  under  blockade. 
Finally  the  step  was  carried  to  its  utmost  limit  when  the  Allies,  on 
July  7,  1916,  canceled  the  London  Declaration  and  substituted  new 
rules,  according  to  which  enemy  destination  was  to  be  presumed  in 
all  cases  where  the  consignee  had  not  given  ])roof  to  the  contrary ; 
by  this  rule,  practically  speaking,  any  consignment  might  he  seized 
and  referred  to  the  Prize  Courts.  On  July  22,  1916,  Germany  in- 
cluded corresponding  provisions  in  her  prize  ordinances. 

'2.  The  Government  and  the  Home  Marhet. 

Introductory  Remarks. 

If  now  we  turn  to  an  examination  of  the  infiuence  of  the  above- 
described  conditions  of  commercial  policy  on  the  imports  from  and 
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exports  to  foreign  countries,  and  thence  turn  to  the  financial  condi- 
tion of  the  country,  it  may  be  observed,  in  general,  that  on  the  one 
hand  the  trade  agreements  made  it  possible  to  maintain  supplies  in 
the  country  to  some  extent.  This  was  more  particularly  due  to  the 
fact  that  we  succeeded  in  keeping  fodder  imports  out  of  the  agree- 
ments and,  consequently,  free  from  the  attempts  on  the  part  of  the 
Allies  to  have  ration  figures  fixed  for  them.  On  the  other  hand,  the 
ever  increasing  difficulties  in  getting  supplies  and  the  dangers  of 
navigation  caused  su})plies  to  decrease,  as  also  because  the  increas- 
ing scarcity  of  goods  in  the  world  market  made  it  more  and  more 
difficult  to  obtain  exemptions  from  the  embargoes  of  the  belligerent 
countries.  This  was,  e.g.,  the  case  with  breadstuffs,  but  not  with 
grain  for  fodder,  or  with  fodder  cake;  and  in  spite  of  the  reduction 
of  the  domestic  crop  we  succeeded  in  maintaining  our  exports  of 
butter  and  bacon  unchanged,  whereas  the  exports  of  other  goods, 
es])ecially  of  grain,  sugar,  and  cement,  were  reduced.  It  was  not  till 
after  February,  1917,  that  serious  difficulties  in  maintaining  sup- 
plies set  in. 

Breadstuffs. 

The  quantities  of  grain  and  fodders  imported  and  the  total  har- 
vest 3ueld  will  be  seen  from  the  summary  on  page  540. 

As  mentioned  above,  the  crop  of  1914  was  very  poor,  and  neither 
the  crop  of  1915  nor  that  of  1916  came  up  to  that  of  1913.  But, 
chiefly  by  means  of  the  plentiful  supplies  in  the  spring  of  1915,  we 
managed,  however,  to  get  through  the  harvest  year  of  1914-1915; 
and  on  October  15  the  Extraordinary  Bo}’al  Commission  submitted 
to  the  Home  Secretary  a “grain  plan”  for  the  harvest  year  of  1915- 
1916.  This  ])lan  was  to  the  effect  that  the  quantities  of  breadstuffs 
necessary  for  the  people  should  be  assessed  on  the  farmers,  while  the 
remainder  should  be  released  for  use  as  fodder. 

For  the  harvest  year  1915-1916  maximum  prices  for  breadstuffs 
were  then  fixed  at  kr.  18.50  per  100  kilos  of  rye,  and  at  kr.  19.00  per 
100  kilos  of  wheat,  varying  according  to  (piality,  and  at  kr.  16.00 
])er  100  kilos  of  wheat-  and  rye-bran.  The  maximum  prices  in  force 
during  the  year  1914-1915  were:  kr.  19.50  for  rye,  kr.  21.50  for 
wheat,  and  kr.  17.00  for  bran.  The  reduction  nearly  corresponded  to 
the  immediate  reduction  on  the  world  market.  Furthermore,  in  con- 
nection with  these  maximum  prices  a maximum  price  for  Danish  flour 
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was  fixed  at  kr.  21.00  per  100  kilos  of  coarse  rye  flour  from  Danish 
rye,  and  at  kr.  26.00  per  100  kilos  of  white  flour  from  Danish  wheat. 
The  maximum  prices  for  the  crop  of  1916  were  advanced  by  kr.  2.00 
per  100  kilos  for  wheat  and  wheat  flour,  in  order  to  meet  the  demands 
of  the  farmers ; the  price  of  rye  remained  unchanged  as  also  that  of 
rye  flour ; but  to  coni})ensate  for  this  the  Government  paid  a bounty 
of  kr.  3.00  per  100  kilos  of  rye,  on  the  1916  crop,  sold  by  the  farm- 
ers to  merchants,  millers,  or  bakers  to  be  used  as  breadstuff’s,  or 
used  by  the  farmers  as  breadstuff’s  in  their  own  households.  In  view 
of  the  unfavorable  harvesting  conditions  which  delayed  the  appear- 
ance of  the  new  crop  this  bounty  was  increased  by  kr.  1.00  in  order 
to  further  the  threshing  of  this  crop.  By  this  bounty  the  price  of 
100  kilos  of  r}’e  rose  to  kr.  22.50,  whereas  the  maximum  price  for 
maize  was  kr.  23.50,  so  that  part  of  the  difference  between  the  j^i’ices 
of  breadstuff’s  and  fodder  grains  was  eliminated.  The  remainder — in 
view  of  the  fact  that  it  was  the  pork  producers  who  chiefly  suffered 
the  loss — was  com})ensated  for  by  the  subsidy  to  the  pork  pro- 
ducers; and  by  an  act  of  June  26,  1917,  an  extra  compensation  of 
kr.  2.00  per  Danish  bushel  of  1916  wheat  or  rye,  delivered  in 
excess  of  eight  Danish  bushels  per  tonde  hartkorn  (tax  acre)  was 
allowed,  besides  which  it  w'as  provided,  at  the  same  time,  that 
the  farmers  should  pay  the  same  amount  for  each  Danish  bushel 
delivered  less  than  8 per  tonde  hartkorn. 

Flour  and  Bread. 

Further,  an  attempt  was  made  to  increase  the  food  value  of  wheat 
by  introducing  new  grinding  provisions.  It  was  thus  forbidden  to 
])i’oduce  full-sifted  rye  flour;  and  half-sifted  rye  flour  must  not  be 
milled  to  less  than  80  per  cent.  Furthermore,  it  was  ordered  that  10 
])er  cent  of  barley  flour  should  be  mixed  with  the  half-sifted  rye 
flour. 

As  mentioned  above,  the  price  of  rye  bread  in  the  capital  and  in 
certain  other  local  districts  had  been  fixed  at  kr.  0.93  per  4)  kilos 
by  an  agreement  entered  into  between  the  Government  and  the  local 
districts  concerned  and  the  bakers  of  rye  bread.  In  conformity  with 
the  alteration  of  the  maximum  price  of  rye  on  November  1,  1915, 
this  was  reduced  to  kr.  0.89 ; it  was,  however,  only  j)ossil)le  to  main- 
tain this  ])rice  1)V  mixing — for  the  time — 25  })er  cent  of  barley  flour 
with  the  rye  flour,  and  by  subsidies  from  the  local  districts.  On  the 
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other  luand,  the  price  of  wlieat  bread  rose  steadily  on  account  of  the 
rise  in  the  price  of  both  domestic  and  foreign  wheat. 

Fodders. 

While  the  barley  crop  of  1915  had  been  ample  that  of  1916  was 
essentially  ])oorer,  for  which  reason  a maximum  price  for  barley  of 
kr.  24.50  per  100  kilos  was  fixed  in  November,  1916. 

The  potato  crop  was  also  poor  in  1916,  so  poor,  indeed,  that  it 
was  to  be  feared  that  the  requirements  for  potatoes  for  human  con- 
sumption could  not  be  met  if  the  use  of  potatoes  as  pig  feed  was  not 
prevented.  The  competition  between  human  beings  and  live  stock, 
which  had  made  the  solution  of  the  rye  problem  so  difficult  at  the 
beginning  of  the  War,  now  caused  similar  difficulties  with  regard  to 
potatoes.  At  the  time  when  our  barley  crop  was  small  and  the  supply 
of  corn  exceedingly  difficult  to  make  last  through,  it  was  necessary 
to  resort  to  a prohibition  against  the  use  of  potatoes  as  fodder. 

As  will  be  further  explained  below,  an  act  of  May  12,  1916,  im- 
posed a tax  on  shipping — in  view  of  the  high  freight  rates — which 
tax  was  to  be  used  in  securing  the  supplies  of  goods  necessary  to  the 
country.  And  on  account  of  the  importance  of  pork  as  an  article  of 
food  for  the  po})ulation,  it  was  mainlv  the  price  of  hog  feed — corn 
— which  the  Government  attempted  to  reduce  by  means  of  this  tax, 
in  order  thereby  to  keep  down  the  price  of  pork. 

In  order  to  prevent  an  increase  in  the  price  of  corn  a maximum 
})rice  of  kr.  23.50  was  fixed,  and  this  maximum  price  was  maintained 
even  after  the  price  in  the  open  market  had  become  essentially 
higher,  as  the  Government — out  of  revenue  from  the  shipping  tax — 
assured  to  the  inq)orters  the  difference  between  the  higher  purchase 
price  and  the  maximum  price. 

The  Production  of  Pork. 

These  arrangements  covering  fodder  grain  were  meant,  in  part, 
to  make  it  ])ossible  to  maintain  the  production  of  pork,  in  view  of 
the  exports,  and,  in  part — -as  mentioned — to  be  instrumental  in 
bringing  about  the  cheapest  possible  pork  on  the  home  market,  a 
fact  on  which  the  Government  laid  much  stress  in  view  of  the  steady 
rise  in  the  })rice  of  food. 

During  the  first  six  months  of  the  War  prices  on  the  German 
and  the  Ifritish  markets  were  maintained  at  the  same  level,  so  that 
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exports  to  tlie  western  and  the  southern  markets  were  made  in  the 
same  proportions  as  before  the  War.  But  in  the  beginning  of  1915 
the  price  of  pork  in  Germany  rose;  and  in  March,  1915,  it  became 
kr.  170.00  per  100  kilos,  as  against  kr.  154.00  in  Great  Britain. 
This  rise  caused  a considerably  increased  export  to  the  southern 
countries,  hut  as  this  involved  a danger — in  so  much  as  the  condi- 
tion underlying  the  unhampered  supply  of  fodders  was  that  Great 
Britain  got  a reasonable  share  of  the  exports,  i.e.,  the  same  share  as 
before  the  War — arrangements  wei’e  made  to  centralize  exports 
and  to  bring  about  the  required  apportionment  of  these  exports 
southward  and  westward.  This  was  done  in  the  following  manner: 
On  IMarch  23,  1915,  an  agreement  was  entered  into  by  the  Govern- 
ment and  the  j)ork-packing  houses,  under  which  the  sole  right  to  ex- 
port pork  was  assigned  to  the  actual  packing  houses,  and,  in  return, 
the  latter  were  to  supply  the  necessary  pork  and  offal  for  the  re- 
quirements of  the  home  market  at  prices  which  were  to  be  fixed  by 
the  Home  Office  assisted  by  a committee  of  three  persons.  The  prices 
were  to  be  calculated  by  referring  to  the  quotations  on  the  English 
market. 

A committee  was  appointed  to  see  that  exports  were  made  in  the 
right  manner.  This  committee  fixed  certain  percentages  of  the 
weekly  killings  for  the  home  market,  for  Great  Britain,  and  for 
Germany,  respectively.  As  a result  of  this  interference  about  75  per 
cent  of  the  total  exports  of  1915  went  to  Great  Britain  and  practi- 
cally all  the  rest  to  Germany.  When,  in  the  spring  of  1916,  Great 
Britain  again  brought  up  the  question  of  rationing  the  su])plies  of 
fodders,  the  cause  was,  therefore,  not  chiefly  the  apportionment  of 
the  ex])orts  of  ])ork,  neither  was  it  the  exports  of  butter  and  eggs,  for 
which  commodities  similar  arrangements  had  been  made,  but  rather 
the  ex])orts  of  meat.  On  the  contrary,  it  was  possible  to  prove  that 
the  arrangement  made  with  regard  to  pork,  e.g.,  during  the  first  six 
months  of  1916,  had  caused  a loss  to  the  Danish  farmers  of  about 
kr.  100,000,000,  which  amount  represented  the  difference  between 
the  German  price  and  the  British  price  on  the  quantities  exported 
to  Great  Britain.  Such  an  uncommercial  apportionment  of  the  sales 
was  only  warranted  out  of  regard  to  Great  Britain ; and  a rationing 
of  the  su])ply  of  fodders  would  only  cause  a decrease  in  production 
and  a conse(juent  smaller  quantity  for  export.  That  Germany  had 
to  have  a fair  share  of  such  exports  was  due  to  the  fact  that  that 
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country  was  able  to  stop  exports  to  Great  Britain  and,  therefore, 
had  to  he  given  some  inducement  to  refrain  from  doing  so.  In  May 
and  September,  1916,  the  Danish  agricultural  delegations,  there- 
fore, succeeded  in  convincing  Great  Britain  that  both  she  and  Den- 
mark would  benefit  by  leaving  the  conditions  of  the  supply  of  agri- 
cultural raw  materials  unchanged. 

Beef  and  Mutton. 

The  presumption  for  leaving  these  supplies  unchanged  was, 
however,  that  arrangements  should  he  made  to  retain  a part  of  the 
country’s  beef  and  mutton  for  home  consumption,  thereby  both 
diminishing  the  exports  to  the  Central  Powers  and  relieving  part  of 
the  home  requirement  for  pork,  so  that  a greater  proportion  of  the 
pork  production  could  be  released  for  export.  While  the  aggregate 
weight  of  live  animals  and  meat  exported  during  1913  had  been 
53,()()0,0()0  kilos,  the  corresponding  figures  for  1914,  1915,  and 
1916  were  64,000,000,  92,000,000,  and  94,000,000  respectively; 
and  apart  from  a small  quantity  of  meat  exported  to  Norway  in 
1916  these  exports  went  southward. 

To  reduce  these  exports,  and  to  maintain  our  stock  of  cattle  with- 
out inqiosing  a general  embargo,  the  following  arrangement  was 
made  after  lengthy  negotiations  between  the  Government  and  the 
representatives  of  agriculture.  After  July  10,  1916,  cattle,  sheep, 
and  goats  could  be  exported  only  when  shipments  were  accompanied 
by  a certificate  of  export  issued  by  the  “Meat  Bureau.”  The  ex- 
])orters  obtained  such  certificates  on  the  payment  of  an  export  duty, 
the  revenue  from  which  was  ap])lied  to  compensate  for  the  fluctua- 
tions of  ])riccs  (so  that  all  the  jiroducers  might  obtain  the  same 
])rice)  and  to  reduce  ])rices  on  the  home  market,  the  butchers  receiv- 
ing a bounty  on  tbe  meat  sold  by  them.  Thereby  the  retail  price  of 
meat  could  be  fixed  so  low  that  it  corresponded  to  a wholesale  price 
of  kr.  1.70  per  kilo. 

l^])  to  August  19,  1916,  the  exj)ort  duty  was  7 ore  and  the  subsidy 
for  home  consumption  30  ore  per  kilo,  live  weight ; but  as  the  exports 
could  not  nearly  cover  this  subsidy  to  home  consumption  the  export 
duty  was  increased  to  10  ore  per  kilo,  live  weight,  and  the  subsidy  to 
40  (ire,  and  later  to  60  (ire  ])er  kilo  of  meat.  But  from  February  11, 
1917,  both  figures  were  reduced  to  9 and  30  ore,  respectively.  These 
changes  in  the  subsidy  resulted  from  the  movement  in  the  price  of 
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cattle,  caused  by  a depression  of  the  price  on  tlie  German  market 
due  to  the  increase  in  German  slaughtering  to  save  fodder,  and  by 
which  the  demands  made  on  our  country  were  reduced.  Our  exports 
were  severely  curtailed,  and  during  the  months  July  to  September, 
19K),  they  amounted  only  to  4,700,()00  kilos,  or  about  half  the  nor- 
mal (juantity,  the  desired  reduction  of  exports  being  so  attained. 
Later  on,  exports  to  an  increased  extent  went  to  Sweden  and  Nor- 
way, thus  forming  a link  in  the  inter-Scandinavian  interchange  of 
goods. 

The  Production  of  Butter. 

As  had  been  the  case  with  pork,  the  spread  between  the  prices  in 
Germany  and  Great  Britain,  which  took  place  during  1915,  caused 
a steady  increase  in  the  export  of  butter  southward,  and  when,  in 
October,  1915,  the  German  price  reached  kr.  402.50  per  100  kilos, 
as  against  a British  price  of  288.50,  an  arrangement  was  made 
covering  the  export  of  butter  similar  to  that  concerning  pork.  A 
“Butter-ex])ort  Committee”  was  appointed  to  take  charge  of  the 
aj)})ortionment  of  such  exports ; through  the  Ministry  of  Agricul- 
ture fifty-seven  firms  were  authorized  to  export  butter,  subject  to 
their  submitting  to  the  scheme  of  apportionment  prepared  by  this 
committee. 

In  return  for  these  arrangements,  by  which  Great  Britain  got 
about  80  per  cent  of  the  exports  of  pork  and  about  60  per  cent  of 
our  butter  exports,  we  obtained  an  uninterrupted  supply  of  grain 
and  fodders,  and  also  of  raw  materials  for  the  manufacture  of  mar- 
garine; which  supply,  however,  was  limited  in  accordance  with  the 
ration  figures  provided  for  in  the  agreement  of  November,  1915. 

The  Export  of  Horses. 

But  in  order  to  keep  Germany,  to  some  extent,  indemnified,  and 
also  as  a compensation  for  various  raw'  materials — especially  chemi- 
cals— ])ermission  to  export  10,000  horses  was  granted  in  November, 
1915,  and  again,  after  Sejdember,  1916,  about  1,500  hoivses  per 
month.  By  this  we  met  the  wishes  of  the  German  military  authorities 
in  particular,  and  made  it  possible  for  the  civil  authorities  of  that 
country  to  guarantee  that  our  exports  to  Great  Britain  were  not 
interfered  with. 
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The  Export  of  Eggs. 

In  the  beginning  of  1916  exactly  the  same  spread  in  the  price  of 
eggs  occurred  as  had  taken  place  in  the  case  of  pork  and  butter  in 

1915.  In  April  the  German  price  was  kr.  2.15  per  kilo,  as  against 
kr.  1.56  in  Great  Britain.  Arrangements  were,  therefore,  made  to 
prevent  the  increased  export  to  Germany  which  would  naturally  be 
the  consequence  of  this  difference  in  prices,  and  by  these  arrange- 
ments we  gradually  succeeded  in  increasing  the  percentage  of  the 
export  of  eggs  to  Great  Britain  to  50  per  cent  of  the  total. 

Arrangements  with  Regard  to  Fish. 

Conditions  similar  to  those  of  the  above-mentioned  agricultural 
products  gradually  developed  in  our  exports  of  fish.  Rising  prices 
and  difficulties  in  connection  with  transportation  greatly  increased 
exports  southward;  and  regulation,  therefore,  became  necessary, 
both  out  of  regard  to  Great  Britain,  which  was  very  dissatisfied  with 
this,  and  out  of  regard  to  prices  on  the  home  market.  In  September, 

1916,  it  was,  therefore,  provided  that  all  herrings  caught,  and  from 
October  that  all  fish  of  every  sort  caught  by  Danish  fishing  vessels 
were  to  bo  brought  to  the  Danish  coast,  while  the  export  of  fish  of  all 
kinds  was  prohibited,  unless  such  export  took  place  through  au- 
thorized institutions ; and  maximum  prices  were  fixed  on  most  kinds 
of  fish,  thougli  “luxury  fish”  were  not  included  in  these  maximum 
j)rices.  The  fisherman  was  to  sell  his  catch  to  the  exporter  at  the 
price  ruling  in  the  open  market,  whereupon  the  exporter  had  to  sell 
it  at  tlie  maximum  price.  The  difference  between  the  purchasing 
price  and  the  export  ]>rico,  on  one  side,  and  the  maximum  price, 
on  the  otlier,  was  to  be  paid  to  the  exporter  b}’  the  Treasury,  apart 
from  an  export  duty  paid  by  the  exporter,  and  amounting  to  not 
more  than  two-fifths  of  tlie  difference  in  the  prices. 

Great  Britain  having  wrongly  got  the  impression  that  southward 
ex])orts  were  going  on  to  an  undiminished  extent,  the  Allies  tried  to 
])ut  a sto|)  to  the  fishing  industry  l)y  giving  notice  on  December  14, 
1916,  “tliat  they  were  therewith  suspending  the  export  of  fishery 
supplies  to  Denmark,”  i.e.,  of  nets,  petroleum  for  the  motorboats, 
etc.  Following  an  order  from  Great  Britain,  “Det  Danske  Petrole- 
ums A/S”  (Tbe  Danish  Petroleum  Co.,  Tdd.)  had  had,  some  days 
earlier,  to  halt  the  delivery  of  petroleum  to  the  fishing  fleet.  At  the 
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same  time  Germany  stopped  the  exj)ort  of  Danish  fish  to  Great 
Ifritain. 


Other  Foodstuffs. 

An  arrangement  similar  to  that  made  for  meat  and  fish  was  also 
made  to  cover  cheese;  but  the  Government  did  not  grant  any 
direct  subsid}^  for  the  maintenance  of  the  price  to  the  consumers. 
Further,  in  the  second  year  of  the  War  the  supply  of  another  very 
important  foodstuff,  namely  sugar,  had  to  be  maintained  by  the 
intervention  of  the  Government.  As  the  price  of  sugar  from  the 
outbreak  of  the  War  up  to  March,  1916,  had  remained  at  kr.  0.36 
})er  kilo,  while  the  price  outside  the  country  was  materially  higher, 
the  Minister  of  Justice  in  September,  1915,  placed  an  embargo  on 
sugar  in  order  to  avoid  excessive  exports.  The  sugar  question  had, 
however,  another  side;  for  the  greatly  increasing  prices  obtained 
from  other  crops  was  necessarily  an  inducement  to  the  farmers  to 
abandon  sugar  beets  in  favor  of  such  crops.  But  a reduction  of  the 
beet  area  at  a time  when  the  country  was  thrown  upon  her  own  pro- 
duction was  considered  ver}'  perilous ; and  with  the  consent  of  the 
Government  an  arrangement  was  made  between  the  beet  growers 
and  De  Danske  Sukkerfabrikker  (The  Danish  Sugar  Factories), 
according  to  which  the  sugar  factories,  on  March  18,  1916,  in- 
creased their  wholesale  prices.  The  beet  growers  were  to  have  the 
benefit  of  this  increase  provided  that  not  less  than  the  area  hitherto 
contracted  for  by  the  sugar  factories  was  again  given  to  beets.  But 
as  a rise  in  the  retail  price  also  became  necessary  to  cover  the  above- 
mentioned  increase  in  the  price  to  the  beet  growers,  the  Government 
desired  to  place  the  normal  supply  of  sugar  at  the  disposal  of  the 
])opulation  at  an  unchanged  price.  This  was  attained  by  tickets, 
valid  for  the  purchase  of  2 kilos  of  sugar  per  person  a month  at 
the  consumers’  price,  whereas  all  other  sugar  cost  kr.  0.18  more  per 
kilo.  This  arrangement  was,  in  other  words,  a system  of  rebate,  but 
when  the  blockade  came  into  force,  on  February  9,  1917,  it  was 
changed  into  a veritable  rationing  system,  and  no  more  sugar  than 
the  quantity  allowed  by  the  sugar  tickets  could  be  bought.  Bakeries, 
restaurants,  etc.,  received  tickets  corresponding  to  their  normal  con- 
sumption, subject  to  some  reduction.  Thereby  the  country  was  en- 
abled to  get  through  on  its  own  production  of  sugar  without  an 
additional  supply  from  abroad. 
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While  the  conditions  in  the  case  of  the  commodities  mentioned 
above — witli  the  exception  of  sugar — were  marked  by  the  fact  that 
all  these  things  mainly  concerned  the  farmer  and  his  agricultural 
cooperative  societies  (dairies  and  packing  houses),  and  there  con- 
sequently could  be  no  conflict  of  interests  between  the  producers  of 
raw  materials  and  the  industries  manufacturing  goods  from  such 
raw  materials,  such  a conflict  of  interests  greatly  influenced  the  ar- 
rangements made  to  govern  the  tanning  industry,  as  the  rise,  in 
})rice  from  the  outset  brought  about  a conflict  between  these  oppos- 
ing interests. 

3.  The  Staple  Industries  and  the  Supply  of  Fuel. 

Agriculture. 

As  will  be  seen  from  the  aljove,  several  restrictions  had  gradually 
been  imposed  on  the  work  and  the  rights  of  the  farmers ; and  it  was 
natural  that  many  farmers  were  highly  dissatisfied,  in  the  first  place 
with  the  maximum  price  for  rye  and  the  losses  resulting  from  the 
difference  between  the  ])rices  of  rye  and  corn.  The  provisions  pro- 
hibiting the  use  of  breadstuff’s  as  fodder,  as  also  the  later  and  drastic 
interference  with  the  customary  use  of  the  cro])S  aroused  much  re- 
sentment. The  ap})ortionment  of  the  exports  of  butter,  pork,  and 
eggs  according  to  })rinciples  of  commercial  policy  and  not  economic 
})rinci{)les,  to  say  the  least  of  it,  called  for  no  slight  self-restraint 
on  tlie  ])art  of  the  farmer,  the  more  so  because  the  deeper  political 
reasons  could  rarely  be  mentioned,  and  even  then  they  were  some- 
times doubted. 


The  Industries. 

'I'inies  of  ])ros})erity  for  agriculture,  shipping,  and  commerce 
were,  of  course,  sufficient  to  create  conditions  essential  for  an  in- 
creased industrial  production,  the  more  so  because  the  demand  for 
industrial  goods  went  with  a decreased  sup})ly  of  foreign  industrial 
products.  Already,  by  the  end  of  1914,  the  unemployment  in  the 
estal)lished  industries  had  been  reduced  below  the  normal  5.2  per 
cent.  During  the  year  1915  the  percentage  was  ff.5  and  during  1916 
only  2.9  per  cent.  (Cf.  the  table  on  l)age  492.) 

Production  was  increasing  and  tlie  interest  in  industrial  shares 
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so  great  that  the  average  rate  for  1915  was  118  and  for  1916,  168, 
the  price  level  in  July,  1914,  being  taken  as  equal  to  lOO.  And 
while  in  1918  the  new  issues  of  industrial  shares  and  bonds  had 
amounted  to  about  kr.  12,000,000  the  figure  for  1914  was  kr.  4,500,- 
000,  for  1915  more  than  kr.  11,000,000,  and  for  1916  about  kr. 
70,000,000.  In  1915  and  thereafter  ex2)orts  of  industrial  goods 
amounted  to  a considerably  larger  proportion  of  the  aggregate  ex- 
ports than  had  formerly  been  the  case,  which  was  chiefly  due  to 
manufactures  of  agricultural  produce,  such  as  tinned  goods,  sau- 
sages, soup  cubes,  etc.  But  for  other  industrial  articles  the  export 
figure  during  1915  was  very  large.  However,  in  the  course  of  1916 
the  greater  part  of  these  extraordinary  war  exports  again  vanished. 

The  Supply  of  Fuel. 

Thus,  on  the  whole,  the  trade  agreements  had  enabled  Danish 
industries  to  exploit  the  very  favorable  conditions  created  by  the 
increasing  demand  from  the  home  market  and  abroad,  and  by  the 
failing  supplies  from  former  competitors.  To  this  must  be  added 
that  we  succeeded  in  maintaining  sup})lies  of  coal  and  coke — com- 
modities which  were  not  included  in  the  agreements — so  that  during 
1915  and  1916  we  imported,  on  an  average,  the  same  quantities  as 
during  1918;  this  was  essentially  due  to  the  fact  that  the  supplies 
from  Germany  were  increasing;  and  in  1917  they  even  reached  half 
the  total  import  of  coal,  as  against  one-eighth  before  the  War.  See 
the  figures  below  which  are  in  thousands  of  tons. 


Imports  of  Coal  and  Coke,  etc.,  from 


Great  Britain 

Gernuiny 

Alt  Countries 

1913 

3,153 

363 

3,576 

1914 

3,258 

300 

3,623 

1915 

3,284 

602 

3,892 

1916 

2,448 

1,245 

3,707 

1917 

865 

1,258 

2,127 

1918 

1,101 

1,127 

2,230 

1919 

1,845 

372 

2,325 

1 920 

1,390 

110 

2,723 

These  figures 

do  not  quite  allow 

of  comparison. 

as  the  sup])lies 

from  Germany  consisted  to  a greater  extent  of  coke  than  those 
from  Great  Britain.  The  figures  do  show,  however,  the  immense  im- 
portance of  Germany  to  our  supplies  of  fuel. 
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No  slight  nervousness  was  caused  by  the  fact  that  at  the  begin- 
ning of  May,  1915,  Great  Britain  apparently  intended  to  prohibit 
all  exports  of  coal  and  coke  except  to  her  colonies  or  allies.  A special 
delegation  was,  therefore,  sent  to  England  to  negotiate  with  the 
Coal  Export  Committees,  and  on  June  21  the  Ministry  for  Foreign 
Affairs  could  issue  a statement  to  the  effect  that  the  negotiations  had 
resulted  in  Denmark’s  obtaining  a promise  of  a quantity  almost  cor- 
responding to  her  consunq)tion  in  previous  years,  which  quantity 
was  to  be  aj)plied  for  and  distributed  b}^  a special  Danish  “Coal  Bu- 
reau.” At  the  same  time  the  domestic  output  of  firewood  and  peat 
had  increased;  and  in  December,  1916,  a maximum  price  was  set  for 
the  various  kinds  of  Danish  firewood — beech,  fir,  and  spruce — the 
forest  owners  being,  however,  allowed  to  sell  at  their  own  price  quan- 
tities of  the  various  woods  equal  to  those  which  they  had  sold  at  the 
maximum  price. 

Already,  from  the  autumn  of  1915,  Great  Britain  had  demanded 
as  a condition  for  delivering  bunker  coal  that  the  vessel  concerned 
should  bring  a return  cargo  to  England.  From  April  25,  1916,  these 
conditions  were  made  more  rigorous,  as  no  ship  was  allowed,  after 
that  date,  to  load  coal  for  the  three  Scandinavian  countries  unless 
the  vessel  had  already  been  chartered  to  carry  a return  cargo  to 
Great  Britain  or  one  of  her  allies,  or  held  a certificate  from  the 
Board  of  Trade  that  no  cargo  could  be  obtained.  The  ordinance 
issued  by  the  British  Foreign  Office  on  April  17,  1916,  providing 
that  all  coal  of  German  origin  found  on  neutral  ships  should  be  sub- 
ject to  confiscation  was  intended  to  support  these  conditions.  In 
other  words.  Great  Britain  conq)elled  the  Scandinavian  coal  boats 
to  ])rocure  return  cargoes,  which  was  often  extremely  difficult, 
^'hereby  voyages  were  prolonged  and  less  tonnage  became  available 
for  the  su})})ly  of  coal,  so  that  at  the  end  of  1916  it  was  rather  this 
reason  than  the  difficulties  of  obtaining  licenses  for  the  export  of 
coal  from  Great  Britain  which  reduced  the  quantity  imported. 

Ihuler  these  cix’cumstances  negotiations  were  commenced  with  the 
German  Government  in  July,  1916,  and  in  October  the  “Continental 
Coal  Committee”  was  a])])ointed,  whose  task  it  was  to  take  charge  of 
and  administer  a su])ply  of  90,000  tons  of  German  fuel  which  the 
Government  had  decided  to  take  over  from  the  Social-Democratic 
,Ioint-stock  Conqxany  (“Arbe jdernes  Faellesorganisations  Braend- 
selsforretning”). 
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As  it  became  increasino-ly  difficult  for  tlie  gas  plants  to  obtain  the 
required  special  gas  coal  for  their  operations  the  town  councils  in 
May,  1916,  set  up  “The  Coal  Bureau  of  the  Town  Councils”  which 
in  cooperation  with  the  “Shipping  Committee”  was  to  take  charge 
of  the  purchase  of  coal  and  its  distribution  to  the  local  districts  of 
the  country.  At  the  same  time  (May  12,  1916)  an  act  entitled  “The 
Contribution  of  the  Shipping  Trade  Towards  the  Most  Necessary 
Supplies  of  the  Country”  was  passed  in  })ursuance  of  wliicli  the 
Shi})j)ing  Committee  undertook  to  transport  3(),000  tons  of  house- 
hold coal  at  a reduction  in  the  freight  rate  of  66%  ])er  cent,  as 
also  coal  for  the  use  of  the  local  district  gas  ])lants,  electric  light 
plants,  schools,  hospitals,  and  the  like ; and,  further,  a certain 
monthly  quantity  for  governmental  pur])oses  at  a freight  reduction 
of  33%  per  cent.  The  whole  arrangement  could  not,  however,  come 
into  force  until  October  1,  1916,  as  the  British  authorities  demanded 
information  as  to  the  quantity  which  we  desired  to  import  each 
month  six  weeks  before  the  beginning  of  the  month  in  question.  The 
increases  in  freight  rates  also  contributed  to  a rise  in  the  import 
price  of  coal,  from  kr.  19.00  })cr  ton  in  1913  and  1914  to  about  kr. 
30.00  in  1915,  kr.  54.00  in  1916,  and  kr.  127.00  in  1917.  Only  the 
coming  into  force  of  the  North  Sea  blockade  created  a new  situation 
by  further  impeding  the  supplies  from  Great  Britain. 

The  Shipping  Trade. 

During  the  part  of  the  War  dealt  with  in  this  chapter  shipping- 
statistics  show  a great  decrease  in  the  utilization  of  the  Danish  fleet, 
and  at  the  same  time  an  exceedingly  heavy  increase  in  freight 
earnings.^ 

In  1914  the  war  losses  suffered  by  the  Danish  mercantile  marine 
amounted  to  six  ships  of  6,800  tons,  in  1915  to  twenty-three  ships 
of  12,700,  and  in  1916  to  fifty-seven  ships  of  37,200,  or  a total  of 
56,700  tons,  chiefly  steam  vessels,  of  which  the  total  tonnage  at  the 
end  of  1913  had  been  421,500,  and  at  the  end  of  1916,  412,100;  so 
that  by  far  the  greater  part  of  the  tonnage  lost  had  been  replaced 
by  new  construction  or  by  purchases  from  abroad.  Furthermore, 

^ Cf.  the  table  on  i>age  174  which  also  comprises  a freight  index  calculated 
on  the  basis  of  the  quantities  transported  and  the  amount  of  the  freight  in- 
come, the  figures  of  the  freight  index  indicating  the  changes  in  the  average 
freight  rate  jier  ton  of  goods  transported. 
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during  these  years  the  Danish  mercantile  fleet  had  been  augmented 
hy  about  30,000  tons  of  sailing  vessels  and  by  about  the  same  ton- 
nage of  motor  ships,  whereby  the  total  tonnage  at  the  end  of  1916 
became  somewhat  larger  than  at  the  end  of  1913.  Not  until  1917  and 
1918  was  tlie  total  greatly  reduced.  The  reduction  of  cargo  totals 
was,  tlierefore,  due  to  other  causes,  namely  the  increasing  difficulties 
in  obtaining  supplies  because  of  the  scarcity  of  goods,  and  the  in- 
creasing use  of  neutral  shipping  by  the  Allies.  Thus  the  spring  of 
1916  first  saw  the  demand  for  return  cargoes  and  “duty  voyages” 
made  b}'  Great  Britain  on  neutral  vessels  hunkering  in  British  ports 
I)}'  virtue  of  her  coal  monopoly.  As  a rule  these  “duty  voyages”  took 
the  form  of  carrying  coal  to  Trance  or  to  another  of  Great  Britain’s 
allies  at  maximum  freight  rates  fixed  by  the  British  Government. 
Toward  tlie  end  of  the  year  duty  voyages  with  coal  from  England 
to  a ])ort  in  southern  France,  e.g.,  Bordeaux,  and  a return  voyage 
by  wav  of  Spain  were  demanded.  As  an  example,  such  a double 
voyage  was  demanded  in  return  for  the  permission  to  make  one  coal- 
carrying  trip  from  hingland  to  Denmark.  By  an  ordinance  of  Octo- 
ber 6,  1915,  the  Home  Office  prohibited  the  sale  of  Danish  vessels  to 
foreign  countries;  dispensations  from  this  prohibition  might,  how- 
ever, be  given  on  condition  that  the  proceeds  of  the  sale  were  used 
for  new  construction,  so  that  the  Danish  tonnage,  as  a whole,  should 
not  be  reduced. 

But  tlie  Government  also  considered  it  reasonable  that  shipown- 
ers who  had  obtained  extraordinarily  large  jirofits  on  account  of  the 
high  freight  rates,  which  were  paid  by  the  whole  community  through 
the  greatly  increased  prices  of  a number  of  the  most  important  com- 
modities, grain,  fodders,  coal,  etc.,  should  return  part  of  these  prof- 
its to  the  community  in  some  form  or  other. 

I’ursuant  to  the  Act  of  May  1^,  1916,  which  dealt  with  the  con- 
nection between  the  shipping  trade  and  the  most  essential  supplies  of 
the  country,  the  ship})ing  trade  was,  in  1916,  to  contribute  to  the 
'J'reasury,  in  jiart  in  tonnage  and  in  part  in  money,  an  amount  fixed 
at  rather  more  than  kr.  11,()()0,()()()  for  the  whole  year.  As  jirevi- 
ouslv  mentioned,  the  exjienses  incidental  to  a stabilization  of  the 
[irice  of  corn — subsidies  to  the  {iroducers  of  rye  and  pork,  etc. — 
wei-e  paid  out  of  this  sum,  while  the  tonnage  ])laced  at  the  disposal 
of  the  Government  was  used  to  carry  home  coal  and  coke  at  reduced 
freights. 
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The  further  carrying  through  of  the  principles  of  the  Act  was, 
as  provided  in  the  Act,  undertaken  by  a Shi])ping  Committee 
which,  at  the  coming  into  force  of  the  North  Sea  blockade,  took  over 
the  management  of  the  whole  Danish  mercantile  marine. 

Jf,.  Prices,  Temporary  Allowances  on  Account  of  the  High  Cost  of 
Living,  and  Homing  Legislation. 

Grants  for  the  Relief  of  the  Hin’h  Cost  of  lavino’. 

o o 

In  the  course  of  1915  and  1916  the  retail  price-index  number  rose 
to  116  and  136  and  the  wholesale  price-index  number  to  127  and 
178,  as  calculated  for  the  months  of  July  of  the  years  in  question. 
The  aid  given  to  those  who  had  been  hit  especially  hard,  namely,  “to 
families  placed  in  a difficult  position  on  account  of  conscription  for 
military  service,”  and  “to  persons  left  without  em})loyment  by  ex- 
cej)tional  causes”  (acts  of  August  7 and  October  2,  1914),  as  also 
the  additional  grants  to  widows  and  old-age  pensioners  and  others, 
were  no  longer  deemed  adequate. 

By  an  act  of  December  22,  1915,  concerning  local  arrangements 
to  meet  the  high  cost  of  living,  the  local  districts  were  authorized  to 
make  arrangements  to  meet  the  effects  of  the  high  prices  both  by 
direct  grants  of  money  and  by  supplying  goods,  either  gratuitously 
or  at  reduced  prices,  to  the  poor  and  im])ecunious  inhabitants  of 
the  districts  concerned.  To  cover  the  incidental  expense  the  local 
district  councils  were  ])ermitted  to  levy  extraordinary  rates  by 
means  of  a uniform  increase  in  the  rates,  while  the  Government  ])aid 
a sul)sidy  out  of  the  revenue  from  the  war  taxes.  The  Act  of  1915 
was  prolonged  by  later  acts  which,  on  the  whole,  were  on  the  same 
lines.  Under  these  acts  the  district  councils  were  empowered  to  dis- 
tribute, directly  or  indirectly,  victuals,  fuel,  and  necessary  gar- 
ments, gratuitously  or  at  reduced  ])rices,  just  as  they  might  grant 
money  to  necessitous  persons.  But  besides  this  aid  to  some  of  the  in- 
habitants of  the  district  the  act  also  provided  that  all  the  inhabit- 
ants might  be  supjdied  with  the  most  essential  commodities,  or 
s})ecial  kinds  of  such  commodities  at  reasonable  prices. 

Housing  Conditions 

Difficulties  as  to  dwelling  houses  first  appeared  in  the  large  towns, 
mostly  because  the  favorable  trade  conditions  tempted  the  popula- 
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tion  to  move  to  these  towns.  The  extremely  high  price  of  building 
materials  and  the  difficulties  in  connection  with  obtaining  loans 
which  had  prevailed  for  many  years  had  suspended  building,  in  con- 
sequence of  which  the  purpose  of  the  measure  taken  was,  first,  to 
check  the  rise  in  house  rent,  and  next,  to  counteract  such  a tendency 
by  undertaking  municipal  building. 

Ry  an  act  of  June  9,  1916,  it  was  thus  provided  that  the  town 
councils  might  appoint  rent  committees  to  see  to  it  that  rents  were 
not  unreasonably  increased,  the  committees  having  to  decide  whether 
rents  were  to  be  increased  at  all,  and  in  case  they  were — the  extent 
of  the  increase.  At  the  same  time  an  act  of  July  3,  1916,  allowed 
municipalities  to  grant  rate  reliefs  for  new  dwelling  houses. 

5.  Finances. 

The  increase  in  prices  and  freight  rates,  the  high  activity"  of  the 
industrial  world,  the  sales  of  horses  and  cattle,  the  great  profits  of 
commerce  and  insurance,  coupled  with  the  increasing  difficulty  in 
obtaining  employment  for  earnings — called  “homeless  money” — all 
tended  to  cause  an  increase  in  the  business  on  the  Stock  Exchaiiffe 

o 

and  a rise  in  the  prices  of  Stock  Exchange  securities.  These  increases 
provided  the  basis  for  a special  tax  on  this  business,  and  by  an  act 
of  December  20,  1915,  a special  stamp  duty  on  transfers  of  shares, 
etc.,  was  introduced,  amounting  to  kr.  0.40  on  each  kr.  200  of 
the  total  value  of  the  securities  transferred ; and  this  was  increased  by 
an  act  of  August  19,  1916,  to  kr.  0.80.  The  revenue  from  this  tax 
for  the  fiscal  }'ear  1916-1917  was  estimated  at  kr.  2,000,000;  but  the 
actual  revenue  was  kr.  14,500,000.  In  1916  the  turnover  during  the 
ordinary  exchange  hours  of  the  Copenhagen  Exchange  was  kr. 
75,000,000  in  bonds  and  fully  kr.  550,000,000  in  shares,  as  against 
kr.  20,000,000  and  230,000,000,  respectively,  in  1913. 

The  Balance  of  Trade. 

The  return  to  Denmark  of  both  bonds  and  shares  which  com- 
menced immediately  after  the  outbreak  of  the  War  was  nartly 
caused  by  the  balance  of  trade  in  our  favor  and  the  great  earnings 
of  the  ship})ing  business,  and  partly  by  the  flight  of  capital  from  the 
l)elligerent  countries.  During  the  years  1915  and  1916  the  gross 
])roceeds  of  foreign  freight  earnings  tlius  exceeded  the  surplus 
imports  by  about  kr.  550,000,000.  If  to  this  is  added  the  profits  of 
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coiniiierce,  insurance,  etc.,  abroad,  and  the  $25,000,000  which  the 
Government  received  for  the  cession  of  the  Danish  West  Indies  to 
the  United  States  on  August  4, 1916,  a total  of  kr.  400,000,000,  and 
the  amount  of  the  flight  of  foreign  capital  to  Denmark,  kr.  50,000,- 
000,  an  aggregate  of  kr.  1,000,000,000  is  obtained;  of  which  kr. 
50,000,000  must  he  considered  as  having  been  applied  to  the  pay- 
ment of  interest  and  installments  on  debts,  and  kr.  200,000,000  to 
tlie  purchase  of  coal,  etc.,  for  vessels  emplo}’ed  in  foreign  trades. 
The  remainder  amounts  to  about  kr.  750,000,000.  Of  this  about 
kr.  500,000,000  may  be  supposed  to  have  been  used  for  the  rej)ur- 
chase  of  Danish  securities  in  foreign  countries  or  for  the  purchase 
of  foreign  securities:  about  kr.  50,000,000  for  an  actual  increase 
of  the  amounts  due  to  the  banks  from  abroad,  about  kr.  130,000,000 
will  be  found  to  have  been  offered  as  loans  to  foreign  banks  during 
the  two  preceding  years,  and  the  remaining  kr.  70,000,000  w'as  thus 
made  available  for  purchases  of  securities  or  the  creation  of  other 
claims  on  foreign  countries,  or  for  the  payment  for  goods  ordered 
for  delivery  later  on. 

Rates  of  Exchange. 

As  mentioned  in  the  last  chapter,  this  heavy  influx  of  foreign 
media  of  exchange  caused  a reduction  in  the  rates  of  exchange  of 
sterling  and  dollars,  beginning  at  the  end  of  February,  1915 ; and 
about  September  1,  1915,  sterling  went  below  its  old  gold  par  value, 
while  the  dollar  did  not  go  below  its  former  gold  par  value  until  the 
end  of  November,  1915.  Thereafter  the  rates  steadily  decreased 
until  the  middle  of  May,  1916,  when  sterling  was  quoted  at  15.35 
(par  of  exchange  18.16)  and  the  dollar  at  3.30  (par  of  exchange 
3.73)  ; but  from  that  time  the  rates  again  commenced  to  rise.  Ster- 
ling reached  its  highest  at  the  beginning  of  September,  1916,  viz., 
17.65,  when,  at  the  same  time,  the  dollar  was  quoted  at  3.72;  and 
at  the  time  when  the  North  Sea  blockade  was  declared  (February  1, 
1917)  the  Copenhagen  quotation  for  sterling  was  17.30  and  for  the 
dollar  3.66. 

The  Expansion  of  Credits. 

It  is  an  undoubted  fact  that  the  increase  in  the  nrantino-  of  loans 
by  the  Danish  banks,  the  aggregate  advances  of  which,  at  the  end  of 
1914,  amounted  to  about  kr.  900,000,000,  but  which,  at  the  end  of 
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1916,  had  reached  about  kr.  1,600,000,000,  was  the  main  cause  of 
tlie  maintenance  of  prices  and  rates  of  exchange;  and  it  is  also  a fact 
that  only  the  more  unfavorable  conditions  of  the  leading  western 
exchanges  caused  the  krone  to  rise  above  its  old  gold  par  value.  But 
in  Sweden,  and  for  a time  also  in  Norway,  the  rates  of  exchange  of 
sterling  and  the  dollar  were  lower  than  in  this  country,  and  as  the 
Monetary  Union  between  these  two  countries  and  Denmark  had 
virtually  been  put  out  of  operation  by  the  suspension  of  the  Gold 
Standard  and  the  embargo  on  gold,  it  resulted  in  an  adverse  rate 
of  exchange  for  the  Danish  krone  in  relation  to  the  kroner  of  the 
two  neighboring  countries. 

It  was  especially  this  “adverse  agio”  in  relation  to  the  Swedish 
krone  which  occupied  our  minds,  jDartly  because  our  imports  from 
Sweden  were  from  four  to  five  times  as  great  as  our  imports  from 
Norway,  and  partly  because  the  difference  between  Danish  and 
Swedish  kroner  was  much  larger  than  that  between  Danish  and  Nor- 
wegian kroner.  During  the  autumn  of  1914  the  rate  of  exchange  of 
sterling  (Swedish  and  Norwegian  kroner  were  not  quoted  in  Copen- 
hagen until  after  and  including  October  1,  1918)  in  this  country 
was  rather  lower  than  in  the  two  other  countries;  it  was,  therefore, 
only  natural  that  these  countries  resorted  to  Copenhagen  as  a finan- 
cial intermediate  station  for  obtaining  foreign  exchange;  and  it  also 
developed  that  the  return  of  Swedish  notes  which,  in  the  financial 
year  1913-1914,  of  the  National  Bank,  amounted  to  kr.  359.00, 
during  1914-1915  amounted  to  more  than  kr.  7,500,000.  There  was 
also  some  increase  in  the  return  of  Norwegian  notes.  But  after  Janu- 
ary 1,  1915,  conditions  were  reversed;  from  then  on  the  rate  of  ex- 
change of  sterling  in  this  countr}'  was  constantly  highest,  and  the 
result  very  naturally  was  that  Danish  notes,  during  the  suspension 
of  the  Gold  Standard,  to  an  increasing  extent  went  to  Sweden  and 
Norway  as  ])ayments  of  debts  and  for  the  purchase  of  foreign  mon- 
eys in  these  two  countries.  During  the  bank  year  1914-1915  the 
National  Bank  had  to  redeem  more  than  kr.  53,000,000  of  Danish 
notes  from  the  National  Bank  of  Sweden,  and  more  than  kr.  10,000,- 
000  from  the  Bank  of  Norwa}'.  As  part  of  the  payment  of  these  debts 
kr.  13,300,000  worth  of  gold  was  sent  to  Sweden,  and  kr.  17,300,000 
worth  to  Norway  during  this  bank  year.  The  movement  was  con- 
tinued during  the  next  hank  year  with  almost  the  same  amount  of 
notes,  and  gold  to  the  value  of  kr.  15,000,000  was  sent  to  the  Bank 
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of  Norway.  But,  in  the  meantime,  Sweden  had  refused  to  accept  the 
gold. 

When,  by  an  act  of  February  8,  1916,  Sweden  abrogated  the 
obligation  of  the  National  Bank  to  purchase  gold  at  the  price  fixed 
in  the  Currency  Act  and  the  right  of  private  persons  to  demand  that 
their  gold  be  coined  into  money,  this  stand  was  taken  less  out  of 
regard  to  any  “note-})olicy”  than  from  a “goods-})olicy,”  the  Swed- 
ish Government  feeling  that  the  claims  on  Sweden  caused  by  the 
transmission  of  gold  would  reduce  the  already  scarce  supply  of  com- 
modities in  Sweden  and  cause  a rise  in  the  price  level  of  that  coun- 
try ; but,  besides,  the  purpose  of  this  arrangement  was  to  attempt  to 
comj)el  the  western  Powers,  in  particular,  to  send  goods  instead  of 
gold  as  payment  for  Swedish  exports. 

Now  these  points  of  view  were  only  of  slight  interest  to  Denmark, 
partly  because  better  relations  existed  between  Denmark  and  the 
western  Powers  than  between  the  latter  and  Sweden,  and  partly  be- 
cause Denmark  did  not  entertain  the  same  fears  of  an  excessive  sup- 
ply of  gold  as  Sweden  did.  On  the  other  hand,  there  was  naturally 
no  reason,  so  far  as  Denmark  was  concerned,  to  maintain  a statutory 
price  of  gold  which  was  higher  than  the  price  in  the  open  market. 
Thus  the  question  had  two  aspects : Partl}^  the  shutting  out  of  the 
su})ply  of  gold,  and  partly  the  desire  of  the  banks  of  issue  not  to  pay 
the  })rice  fixed  by  the  Currency  Act,  but  only  the  price  of  gold  cur- 
rent in  the  open  market.  As  mentioned  above,  the  first  consideration 
was  preponderant  so  far  as  Sweden  was  concerned ; and,  as  one  of 
the  parties  to  the  Monetary  Union  could  not  refuse  to  accept  the 
gold  coin  of  the  other  two  countries  at  its  nominal  value,  and  as  the 
prohibition  of  the  import  of  gold  during  the  existence  of  the  union — 
which  there  was  no  desire  to  abolish — could  not  prevent  the  import  of 
gold  coin,  the  arrangement  which  had  been  introduced  in  Sweden  by 
an  act  of  February  8,  in  Denmark  by  an  act  of  April  IT,  1916,  and 
in  Norway  by  an  act  of  April  15,  1916,  was  supplemented  by  an 
agreement  between  the  three  national  banks  to  the  effect  that  they 
were  not  to  ship  coined  gold  to  each  other  except  after  further  con- 
sultation. Thus  Sweden  had  made  it  quite  possible  to  prevent  the 
influx  of  gold,  but  the  dispensation  from  the  obligation  to  purchase 
gold  bullion  at  the  fixed  price  contained  no  prohibition  either  for  the 
Swedish  Riksbank  or  for  the  Danish  National  Bank  against  pur- 
chasing gold ; the  banks  were  allowed  to  fix  the  price  themselves. 


462 


DENMARK  IN  THE  GREAT  WAR 


Tlie  Danish  National  Bank  did  not  decline  to  buy  any  gold  offered 
it,  but  bought  it  at  a discount  of  as  much  as  5 per  cent;  and  the 
whole  strange  arrangement  must  indubitably  be  considered  as  a 
friendly  act  toward  the  Swedish  Iliksbank  and  a link  in  the  endeavor 
to  avoid  a total  annihilation  of  the  Scandinavian  Monetary  Union. 

The  “adverse  agio”  could  now  freely  develop  in  accordance  with 
the  natural  rates  of  exchange  of  the  moneys  of  the  three  countries. 

Note  Circulation. 

Discrepancies  between  the  value  of  notes  and  gold  must  chiefly  be 
due  to  different  monetary  policies,  and  if  a comparison  be  made 
between  Denmark  and  Sweden  the  Danish  monetary  policy  gave 
rise  to  a considerably  greater  expansion  of  credits  than  the  Swedish. 

It  has  already  been  mentioned  above  that  during  1915  and  1916 
the  private  banks  increased  their  advances  l^y  about  75  per  cent.  At 
the  same  time  the  National  Bank,  mainly  because  of  loans  to  for- 
eign banks  and  ])urchases  of  gold,  increased  the  circulation  of  notes 
(which  at  the  end  of  1914  was  kr.  207,000,000)  to  kr.  285,000,000 
at  the  end  of  December,  1916,  or  by  about  40  per  cent;  which  com- 
])aratively  small  increase  was  mainly  due  to  the  fact  that  the  private 
banks  had  increased  the  amount  of  their  accounts  current  with  the 
National  Bank  about  kr.  50,000,000. 

The  increase  of  the  circulation  of  notes  and  the  consequent  in- 
crease of  the  chances  of  the  private  banks  to  expend  their  credits 
independently  of  the  National  Bank  was,  therefore,  chiefly  due  to 
foreign  relations.  The  first  of  the  loans  granted  was  arranged  in 
December,  1915,  the  Deutsche  Reichsbank  receiving  kr.  30,000,- 
000,  while  at  the  same  time  the  Danish  National  Bank  purchased 
gold  to  the  value  of  kr.  15,000,000.  In  the  course  of  1916  German 
baid<s  received  loans  of  kr.  40,000,000  and  British  and  French 
banks  a total  of  kr.  60,000,000,  the  National  Bank  taking  over  kr. 
62,500,000  of  the  aggregate  kr.  130,000,000,  and  the  private  banks 
the  remainder.  The  reasons  for  entering  upon  these  loans  were 
])artly  a disinclination  to  continue  accepting  German  marks,  which 
were  steadily  decreasing  in  value,  and  ]>artly  the  desire  to  meet  Ger- 
many’s recpiest  for  a credit,  which  could  make  it  ])ossible  for  her  to 
continue  ])urchasing  goods  in  this  country.  On  the  other  hand,  the 
National  Bank  which,  from  a banking  point  of  view,  must  have  con- 
sidered the  amounts  in  question  exceedingly  large,  did  not  deem  it 


FROM  MARCH,  1915,  TO  FEBRUARY,  1917 


463 


advisable  to  oppose  this  request  on  the  part  of  Germany.  In  order 
not  to  deviate  from  tlie  neutrality  on  this  point  either,  banks  of  the 
western  Powers  received  similar  loans. 

The  National  Bank  naturally  did  not  doubt  that  these  loans 
would  be  the  cause  of  an  increase  of  prices  in  this  country,  but  the 
bank  considered  foreign  j)olitical  relations  so  all-important  that  it 
deemed  it  right  to  disregard  the  danger  to  Danish  finances  implicit 
in  these  advances.  F'or  the  present  the  krone,  however,  as  mentioned, 
maintained  its  stand  above  the  old  par  value;  and  from  March  2, 
19K),  the  National  Bank  declared  itself  again  ready  to  redeem 
notes  in  gold.  But  the  act  providing  dispensation  still  remained  in 
force. 


CHAPTER  IV 

FROM  FEBRUARY,  1917,  TO  THE  ARMISTICE 

1.  Coinmercial  Policy  during  the  Blockade. 

The  Gei-man  Note  of  January  31,  1917. 

When,  at  the  beginning  of  January,  1917,  the  Allies  had  rejected 
President  Wilson’s  “peace  note”  of  December  19,  1916,  and  also  had 
rejected  the  proposal  of  joeace  negotiations  put  forward  by  the  Cen- 
tral Powers,  Germany  resorted  to  unrestricted  U-boat  warfare  by 
declaring  on  January  31,  1917,  that  in  certain  specified  waters 
around  Great  Britain,  France,  and  Italy,  all  vessels,  whether  hostile 
or  neutral,  and  whether  carrying  contraband  goods  or  not,  and  even 
vessels  plying  between  two  neutral  ports  would  be  prevented  from 
continuing  tlieir  voyages  “by  all  means  at  disposal,”  which  practi- 
cally meant  that  such  vessels  would  be  torpedoed  without  warning. 
By  this  means  the  Central  Powers  thought  it  possible  to  starve  Great 
Britain. 

In  reply  to  this  new  violation  of  the  rights  of  neutral  countries, 
the  United  States  on  February  3 broke  off  diplomatic  relations  with 
the  Central  Powers  and  suggested  that  the  other  neutral  countries 
should  do  the  same.  To  this  the  Danish  Government  replied  that 
both  formally  and  actually  there  existed  such  a great  difference  be- 
tween the  positions  of  Denmark  and  the  U.S.A.  that  no  comparison 
was  possible,  and  that  the  governments  of  the  three  Scandinavian 
countries  were  consulting  in  Stockholm  as  to  the  stand  they- — on  the 
basis  of  international  law- — were  to  take  toward  Germany’s  new 
refrulations.  As  a result  of  this  consultation  the  three  Scandinavian 
countries,  on  February  13,  sent  uniform  notes  to  the  Central  Pow- 
ers ju’otesting  against  tlie  declaration  of  January  31. 

Thereby  a formall}^  legal  attitude  was  maintained;  but,  long  be- 
fore tliis,  deliberations  and  negotiations  were  commenced  by  and 
between  the  Government  and  Denmark’s  leading  business  men  in 

O 

regard  to  the  ])ossibility  of  a reopening  of  navigation  across  the 
North  Sea,  and  to  tlie  ditficulties  as  to  that  share  of  the  country’s 
agricultural  products  which,  according  to  the  rules  in  force,  should 
go  to  Great  Britain,  but  which,  under  the  prevailing  circumstances, 
could  not  be  sliipped  to  her. 
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Shipping  ceased  completely  as  owners  dared  not  send  their  vessels 
to  sea ; the  insurance  companies  discontinued  accepting  risks ; sea- 
men would  not  expose  themselves  to  the  dangers  of  unrestricted 
U-boat  warfare;  and,  thereby,  Denmark  was  placed  in  a very  diffi- 
cult position.  For  when  we  could  no  longer  provide  Great  Britain 
with  food  she  had  no  interest  in  permitting  us  to  continue  importing 
coal,  and  even  less  in  permitting  imports  of  fodders  or  other  com- 
modities from  overseas  countries,  so  that  not  only  agricultural  pro- 
duction but  also  industrial  production  must,  in  the  end,  be  brought 
to  an  almost  complete  standstill. 

It  was,  however,  a fact  that  the  German  note  of  January  31  had 
still  left  it  possible  to  obtain  supplies  from  overseas,  as  a route  had 
been  left  open  outside  the  closed  waters — north  of  the  Faroe  Islands 
and  down  along  the  western  coast  of  Norway.  Yet  it  was  also  made 
a condition  that  the  use  of  this  route  by  Danish  vessels  should  de- 
j)end  on  Great  Britain’s  relinquishing  her  demand  that  vessels  should 
j)ut  in  at  Kirkwall  in  the  Orkneys  for  examination,  and  permitting 
such  examinations — if  they  must  be  maintained — to  take  place  in 
some  overseas  port. 

Negotiations  with  Great  Britain. 

But  it  was  to  be  taken  for  granted  that  Great  Britain,  in  re- 
turn for  such  an  arrangement,  would  demand  a supply  of  foodstuffs; 
and  in  anticipation  of  this  the  Danish  Government,  immediately 
after  the  declaration  of  the  blockade,  provided  that  the  apportion- 
ment of  agricultural  exports  southward  and  westward  should  be 
maintained,  but  that  agricultural  produce  destined  for  Great  Brit- 
ain should  be  stored  in  this  country  for  the  time  being. 

By  an  Order  in  Council  dated  February  16  Great  Britain  had 
declared  that  vessels  en  route  to  neutral  ports  from  which  there  was 
access  to  enemy  territory  would  be  held  to  be  carrying  enemy  goods 
if  they  did  not  put  into  a port  in  one  of  the  Allied  countries  for 
examination,  and  that  failure  to  do  so  would  constitute  ample 
grounds  for  seizing  such  ships  and  cargoes.  Instead  of  facilitating 
shipping.  Great  Britain  thus  made  it  far  more  difficult;  and,  at  first, 
Denmark  succeeded  in  solving  the  very  important  question  of  ex- 
amination in  some  non-British  port  only  in  so  far  as  the  largest 
steamship  companies  were  concerned,  and  only  on  condition  that 
each  and  every  j)art  of  the  cargo  should  be  covered  by  a license  per- 
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nutting  transshipment  to  Denmark,  issued  by  the  British  authorities 
— the  so-called  “letter  of  assurance” — and  be  covered  for  shipment 
in  the  opposite  direction  by  a certificate  of  origin,  etc.  The  examina- 
tion was  then  to  take  place  at  Halifax  or  in  the  Bermudas.  At  the 
same  time,  i.e.,  about  February  10,  the  British  Government  stated 
that  vessels  leaving  a Scandinavian  or  Dutch  port  after  the  issuing 
of  the  blockade  declaration  and  arriving  at  a British  port  with  a 
cargo  of  “ajjproved  goods,”  i.e.,  foodstuffs,  nitrates,  iron  and  steel, 
})it-pro])s,  raw  materials  for  the  manufacture  of  munitions  of  war, 
etc.,  would  obtain  licenses  to  load  return  cargoes  of  coal,  but  only 
to  the  country  whose  flag  they  were  flying.  This  provision  was,  on 
Aj)ril  10,  made  more  rigorous:  All  vessels  arriving  in  Great  Britain 
from  the  west  were  to  convey  cargoes  only  to  the  country  whose  flag 
they  were  flying,  a provision  which  made  it  exceedingly  difficult  for 
Denmark  and  Sweden  to  procure  the  necessary  tonnage  for  their 
supplies. 

Negotiations  with  German3\ 

Toward  Germany  we  could  onlj' — now  as  before — maintain  that 
the  one  condition  that  could  enable  Germany  to  obtain  any  supplies 
of  agricultural  ]n-oduce  from  this  country  was  that  Great  Britain, 
by  obtaining  her  proportion  of  our  agricultural  production,  should 
have  an  interest  in  permitting  continuous  supplies  of  overseas  fod- 
ders to  reach  us.  But,  furthermore,  Denmark  could  hold  out  a prom- 
ise to  German}'  that  she  would  continue  to  grant  exemptions  from 
her  embargo  on  horses,  and  to  meet  Gerinan}'’s  wishes  for  increased 
loans  from  Danish  banks.  On  this  basis  there  seems  to  have  been  a 
possibility  of  reaching  an  agreement  regarding  free  navigation  for 
ships  carrying  Danish  agricultural  produce  through  the  danger 
zone  to  some  specified  British  port.  But  when  the  matter  became 
])ublic  the  German  Government  drew  back;  and  in  June,  after 
lengthy  negotiations,  we  obtained  only  free  navigation  outside  the 
danger  zone.  Danish  vessels  carrying  ex})orts  were  sent  via  Bergen 
where  they  received  instructions  from  the  British  authorities  as  to 
the  routes  they  were  to  follow  in  order  to  be  protected  by  the  British 
naval  forces. 

When,  after  April  10,  1917,  Great  Britain  had  tightened  up  the 
provisions  regarding  our  shipping  trade,  and  when,  at  the  same 
time,  the  duty  voyage  regulations  became  more  stringent  and  the 
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requisitioning  of  Danish  vessels  more  general,  a large  trade  delega- 
tion went  to  England  to  negotiate  for  supplies  for  this  country. 
From  there  some  members  of  the  delegation  went  to  Paris  and  Ber- 
lin. The  delegation  com])rised  representatives  of  commerce,  indus- 
try, agriculture,  and  hanking,  thus  being  quite  representative  of  a 
“General  Committee  of  the  Trades”  which  was  appointed  on  Febru- 
ary 27,  1917,  for  the  purpose  of  securing  the  necessary  cooperation 
and  joint  action  of  the  great  business  interests  in  negotiations  with 
foreign  countries. 

The  Shipping  Agreements  with  Great  Britain  and  Germany. 

The  negotiations  regarding  our  carrying  trade  seem  to  have  gone 
smoothest.  The  duty  voyages  and  the  requisitioning  were,  so  to 
speak,  brought  into  a fixed  form  through  an  agreement  entered  into 
by  and  between  the  British  Government  and  the  Shipping  Com- 
mittee on  June  20,  1917,  according  to  which  Great  Britain  held 
out  ])roniises  of  undertaking  to  make  at  Halifax  and  elsewhere  the 
quickest  and  best  examinations  possible  under  the  circumstances,  al- 
ways provided  that  the  vessels  concerned  only  carried  apj)roved 
cargoes.  In  addition  Great  Britain  offered  100,000  tons  of  coal  per 
month.  In  return  Denmark  had  to  turn  over  a total  of  200,000  tons, 
or  about  one-fourth  of  her  mercantile  marine  for  the  use  of  Great 
Britain.  The  remainder  of  the  fleet  was  thereafter  to  be  exempt,  on 
condition  that  the  part  of  it  which  was  not  employed  in  conveying 
imports  to  Denmark  would  be  available  to  the  Allies  outside  the  dan- 
ger zone.  This  condition  had,  however,  consequences  more  far- 
reaching  than  was  anticipated;  for  supplies  to  Denmark  decreased 
heavily,  mainly  on  account  of  the  interference  of  the  United  States 
when,  in  April,  that  country  had  declared  war  on  Germany. 

At  the  same  time  an  understanding  with  Germany  was  arrived  at, 
according  to  which  the  carrying  trade  from  America  was  made  free, 
except  in  so  far  as  actual  contraband  of  war  was  concerned.  Fur- 
thermore, foodstuffs  of  Danish  origin,  inclusive  of  Danish  fish  which, 
directly  or  indirectly,  was  trans])orted  to  Great  Britain  in  Danish 
vessels,  were  to  be  considered  free  goods,  but  only  outside  the  danger 
zone.  In  return  Germany  was,  as  hitherto,  to  have  her  proportion  of 
1)  anish  agricultural  ex])orts,  and  exemptions  from  the  embargo  on 
liorses  were  still  to  he  granted. 

In  the  beginning  of  July  Great  Britain  refused  to  issue  letters  of 
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assurance  for  vessels  carrying  stock  foods  to  Denmark,  and  discon- 
tinued permits  for  the  examination  of  such  vessels  at  Halifax ; con- 
sequently, imports  of  these  goods  were  reduced  to  a minimum. 

At  the  same  time  (July  9)  the  first  American  embargo  was  im- 
jmsed,  comprising,  amongst  other  things,  grain  and  fodders.  And 
even  though  it  was  maintained  that  its  purpose  was  to  control  and 
distribute  rather  than  prevent  exporting,  it  soon  proved  practically 
ini])ossihle  for  this  country  to  obtain  exemptions  from  the  embargo. 
J’lie  reasons  for  this  were  set  forth  by  the  Government  of  the  United 
States  on  July  24  in  a memorandum  to  neutrals,  in  which  it  was  ex- 
plained that  the  principal  object  of  the  United  States  was  to  supply 
the  Allies,  and,  thereafter,  neutrals  so  far  as  there  was  anything  left 
over.  The  United  States  would,  furthermore,  consider  supplies  sent 
to  the  Central  Powers,  in  any  form,  as  a reduction  of  the  supplies 
available  for  neutrals,  for  which  no  compensation  by  means  of  im- 
ports from  the  United  States  could  be  expected.  For  the  time  being 
the  United  States  would,  however,  presume  that  we  were  able  to  pro- 
vide ourselves  with  the  necessary  foodstuffs,  and  as  it  was  desired  to 
])revent,  by  all  means,  stock  food  from  America  being  used  for  the 
feeding  of  live  stock  which  was  to  be  exported  to  Germany,  it  was 
impossible  to  obtain  exemptions  from  the  embargo,  even  for  ships 
w'hich  had  already  been  loaded.  The  United  States  always  returned 
to  the  question  of  the  exports  of  cattle  and  horses,  and  a reference 
to  the  fact  that  the  suspension  of  the  supply  of  fodder  would  neces- 
sitate increased  sales  of  such  live  stock  was  futile. 

Rut  the  embargo  was  also  maintained  in  the  case  of  goods  other 
than  grain  and  fodders  and  even  in  the  case  of  petroleum,  which  was 
comj)rised  in  the  “fish  agreement”  with  Great  Britain.  For  by  such 
an  agreement  the  FTnited  States  did  not  consider  itself  bound, 
as  it  had  not  been  a |>arty  to  the  agreement  at  the  time  when  it  was 
entered  into.  When,  in  September,  the  United  States  also  began  to 
demand  duty  voyages  of  Danish  vessels  in  return  for  bunker  coal, 
a delegation  was  sent  to  America  to  negotiate  as  to  this,  and  also  as 
to  commercial  conditions  in  general.  The  delegation  did  not,  how- 
ever, gain  anything,  and  had  to  return  without  having  attained  its 
ob  ject.  On  October  4,  1917,  Great  Britain  took  the  decisive  step  and 
sto])ped  all  exj)orts — with  the  sole  exception  of  coal  exports  to  Den- 
mark— and  susj)ended  the  trade  agreement,  though  the  obligations 
undertaken  by  the  organizations  continued  to  be  in  force. 
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Consequently,  supplies  from  the  west  ceased  completely;  and  the 
country  was,  therefore,  obliged  to  try  to  procure  the  goods  which 
were  most  needed  from  the  Central  Powers  and  from  Sweden  and 
Norway. 

The  Interchange  of  Goods  with  the  Central  Powers. 

Besides  the  above-mentioned  negotiations  which  took  place  in 
London  and  Paris,  negotiations  were  also  carried  on  in  IJerlin.  These 
negotiations  were,  however,  only  preparatory,  in  so  far  as  later  sup- 
plementary conferences  finally  brought  about  the  first  of  the  so- 
called  “credit  agreements,”  in  force  from  August  1 to  November  30, 
1917.  The  credit  was  extended  by  the  Danish  banks  as  an  ordinary 
commercial  credit,  in  such  manner  that  whenever  goods  to  the  value 
of  kr.  8,000,000  were  imported  from  Germany,  gold  to  the  value  of 
kr.  3,000,000  was  to  be  deposited  in  this  country  and  a credit  of 
kr.  4,000,000  opened.  We  thereby  attained  the  object  of  compelling 
Germany  to  export  to  this  countr}",  which,  so  far  as  fuel  and  salt 
were  concerned,  was  of  vital  importance,  salt  being  needed  for  the 
production  of  pork  and  butter.  By  later  supplements  to  this  agree- 
ment an  equal  apportioning  of  the  exports  of  pork  and  butter  was 
arrived  at,  so  that  the  two  belligerent  groups  received  equal  propor- 
tions of  the  quantities  available  for  export,  while  it  had  formerly 
been  a matter  of  endeavoring  to  export  in  the  same  proportion  as 
before  the  War.  This  increase  in  exports  southward  met  a strong 
desire  on  the  part  of  Germany,  and  was  natural  now,  when  the  sup- 
plies of  fodders  from  the  west  had  ceased.  The  value  of  the  goods 
ex})orted  to  Germany  during  the  four  months  has  been  estimated  at 
kr.  l.'5(),()00,0()(),  with  imports  at  kr.  80,000,000.  Of  the  difference, — 
kr.  70,000,000, — kr.  30,000,000  was  to  be  covered  by  a consignment 
of  gold,  while  credits  were  to  be  allowed  for  the  remaining  kr. 
40,000,000.  The  second  credit  agreement,  which  was  in  force  from 
December  1,  1917,  to  March  31,  1918,  was  concluded  in  Copen- 
hagen. Again,  it  was  chiefly  coal,  salt,  iron,  and  shipbuilding  mate- 
rials that  were  to  be  furnished  us,  and  the  acffreffate  value  of 
inq)orts  was  estimated  at  kr.  90,000,000,  and  exports  at  kr.  140,000,- 
000.  Of  the  difference,  kr.  15,000,000  was  to  be  made  good  in  gold, 
and  for  the  remainder  credits  were  to  be  granted  by  Danish  banks 
in  a manner  similar  to  that  provided  for  in  the  previous  agreement. 
In  its  case,  however,  Germany  had  been  the  sole  debtor,  while 
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Austria-Hungary  also  now  became  a direct  pcarty  to  the  agreement. 
In  sjnte  of  its  hesitation  as  regards  the  effect  of  these  credits  on 
j)rices  in  general  in  this  country,  the  National  Bank  considered  it- 
self obliged  to  submit  to  the  positive  desire  expressed  by  the  coun- 
try’s business  interests,  namely,  that  these  credits  should  be  granted 
as  set  forth  in  a letter  from  the  General  Committee  of  the  Trades. 
It  must  be  considered  an  exj)ression  of  the  political  necessity  of  this 
agreement  that  the  Government,  on  May  2,  1918,  guaranteed  the 
banks  advancing  the  loans  against  losses  incidental  to  the  loans  up 
to  kr.  15,000,000. 

When,  on  March  31,  1918,  the  second  credit  agreement  expired, 
it  was  renewed  for  four  months  on  terms  corresponding  to  those  pre- 
viously in  force.  On  account  of  the  increasing  scarcity  of  goods  in 
the  hands  of  both  contracting  parties,  the  quantities  of  goods  inter- 
changed, however,  decreased  steadily,  so  that  the  value — in  spite  of 
considerable  rises  in  prices — under  the  third  agreement  amounted 
only  to  kr.  100,000,000  for  our  exports  southward,  while  imports 
now  had  a value  of  kr.  75,000,000.  Of  the  difference,  kr.  7,500,000 
was  to  be  covered  by  gold  and  kr.  17,500,000  by  credits.  Finally, 
under  the  fourth  agreement,  which  held  until  November  30,  1918, 
the  exports  amounted  to  kr.  90,000,000,  the  imports  to  kr.  75,000,- 
000,  and  the  difference  was  to  be  covered  by  gold  to  the  extent  of 
kr.  4,500,000,  and  credits  for  kr.  10,500,000.  Then  came  the  armi- 
stice, by  which  Germany  was  prohibited  from  concluding  agree- 
ments for  the  interchange  of  goods  with  neutral  countries. 

The  Inter-Scandinavian  Interchange  of  Goods. 

O 

The  question  of  an  interchange  of  goods  with  Sweden  and  Nor- 
way was  raised  immediately  after  the  declaration  of  the  blockade, 
as  the  agricultural  j)roduce  which,  for  the  time  being,  could  not  be 
conveyed  to  Great  Britain  might  very  well  be  used  in  Sweden,  in 
})articidar.  Unofficial  negotiations  resulted  in  a meeting  in  Stock- 
holm in  March,  1917,  on  the  initiative  of  Sweden,  at  which  meeting 
trade  re{)resentatives  from  the  three  Scandinavian  countries  told  of 
their  respective  countries’  needs  in  commodities,  and  it  was  agreed 
that  they  should  hel])  one  another  to  the  greatest  possible  extent, 
even  if  it  meant  ]>rivation  for  the  country  rendering  the  assistance, 
and  even  should  no  immediate  compensation  be  given  by  the  country 
receiving  it.  I’he  interchange  with  Sweden  was  soon  put  into  opera- 
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tion,  and  considerable  quantities  of  butter  and  pork  were  exported 
to  that  country,  Denmark,  in  return,  receiving  a quantity  of  raw 
materials  for  industrial  purposes. 

On  April  80,  1918,  Norway,  and  on  IMay  29,  1918,  Sweden,  con- 
cluded trade  agreements  with  the  United  States;  but  the  interest  of 
the  two  countries  in  the  supplies  of  foodstuffs  from  Denmark  was, 
of  course,  not  diminished  for  that  reason ; and  Denmark’s  interest 
in  the  siq)ply  of  raw  materials  from  the  two  countries  was  also  una- 
bated. Not  until  September  18,  1918,  did  Denmark  succeed  in  con- 
cluding a similar  agreement,  but  the  improvement  of  the  conditions 
of  supply  which  was  expected  did  not  materialize.  The  American 
agreements  even  impeded  the  inter-Scandinavian  interchange  of 
goods,  as  they  contained  the  provision  that  exports  from  this  coun- 
try to  other  countries  must  not  take  place  if  such  ex]iorts,  directly 
or  indirectly,  served  to  release  exports  to  Germany  or  her  Allies. 
The  provisions  relating  to  this  point  in  the  Anglo-Danish  agreement 
of  November  19,  1915,  were  to  the  effect  that  the  trade  organiza- 
tions— but  only  so  far  as  manufactured  goods  were  concerned — were 
allowed  to  permit  exports  of  certain  specified  articles,  in  considera- 
tion of  a declaration  guaranteeing  against  reex])ort,  which  declara- 
tion was  to  be  legalized  by  the  Swedish  or  Norwegian  authorities. 
But  it  was  the  American  agreement  which  first  prohibited  the 
reexportation  of  imported  finished  goods,  and  for  the  ex])ort  of  do- 
mestic goods  demanded  guarantees  which  the  Allies  also  claimed  the 
right  to  vise.  By  then,  too,  the  armistice  had  come  and  pressure  had 
begun  to  relax. 

d’he  Agreement  with  the  United  States  of  September  18,  1918. 

By  the  armistice  we  also  avoided  having  to  live  under  the  Ameri- 
can agreement  of  September  18,  1918,  for  any  length  of  time. 
For  not  only  were  the  provisions  of  the  agreement  calling  for  the 
turning  over  of  Danish  tonnage  and  interference  with  the  trader’s 
right  of  disposal  exceedingly  drastic,  but  it  also  seemed  to  be  very 
difficult,  in  return,  to  obtain  those  supjdies  from  the  Allies  to  which 
we  were  entitled  according  to  the  agreement.  Simultaneously  the 
Anglo-Danish  agreement  had  again  come  into  force  on  October  3, 
1918.  But  the  Inter-Allied  administration  which  had  now  been 
brought  into  being  was  functioning  so  ponderously  through  its 
Allied  Blockade  Committee  in  London,  and  its  Inter-Allied  Com- 
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niittee  in  Copenhagen  (consisting  of  the  commercial  attaches  of  the 
various  countries),  with  inquiries  from  The  War  Trade  Board  in 
Washington  to  London,  and  thence  to  Copenhagen,  that  even  if  the 
Allies  really  intended  to  carry  out  their  obligations  according  to 
the  agreement,  it  meant,  at  best,  a great  waste  of  time  to  work 
through  it. 

d’his  agreement  consisted  of  three  parts,  viz.,  an  agreement  be- 
tween The  War  Trade  Board  and  the  Shipping  Committee  regard- 
ing the  delivery  of  tonnage,  an  agreement  with  the  Chamber  of 
Manufacturers  and  the  Committee  of  the  Merchants’  Guild  regard- 
ing su})})lies,  and  finally,  an  agreement  with  the  Danish  Government 
direct  regarding  a reduction  of  exports  southward.  According  to  the 
tonnage  agreement  Denmark  had  to  hand  over  265,000  tons  of 
steam  and  motor  ships  to  the  United  States,  and  200,000  tons  to 
Great  Britain,  which  would  leave  about  325,000  tons  at  her  own 
disposal.  In  addition,  some  46,000  tons  of  sailing  tonnage  were 
handed  over.  By  the  agreement  with  the  Danish  Government  the 
exj)orts  to  the  Central  Powers  were  limited  to  certain  fixed  quan- 
tities, such  as  a total  of  400  tons  of  butter,  pork,  eggs,  and  cheese  a 
week  during  the  winter  half  year,  and  600  tons  during  the  summer 
half  year.  But,  first  of  all,  30  per  cent  of  what  was  available  for  ex- 
port had  to  he  exported  to  Sweden  and  Norway.  Of  eggs,  however, 
only  25  per  cent  was  called  for.  Of  cattle  up  to  4,000  head  a week 
could  he  sent  south  from  January  to  October,  and  6,000  head  in 
November  and  December;  35  per  cent  had  to  be  exported  to  Sweden 
and  Norway.  Similarly  there  were  limitations  on  exports  of  horses 
and  fish,  the  maximum  quantities  permitted  being  2,500  horses  per 
niontli  and  25,000  tons  of  fish  a year.  The  exports  of  all  goods  were 
confined  to  the  quantities  ex})ortcd  during  1917 ; and  the  export  of 
fruit,  metals,  various  machines,  feathers,  matches,  rags,  etc.,  was 
absolutely  prohibited. 

J'he  demand  that  exports  to  the  Central  Powers  be  limited  to  cer- 
tain fixed  quantities — a demand  which  the  Allies  had  hitherto  tried 
vainly  to  enforce — was  of  no  practical  importance  in  so  much  as 
not  even  the  j)ermitted  quantities  could  he  procured  for  export. 
J'hus,  the  fact  was  that  it  was  the  stop])age  of  the  supplies  of  fod- 
der, and  not  the  commercial  agreement,  which  brought  the  Danish 
agricultural  exports  to  a close,  and  the  Allies  tried,  further,  to  at- 
tain this  object  through  a provision  in  the  agreement  to  the  effect 
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that  in  return  for  the  33,000  tons  of  nitrate  fertilizer  which  we  had 
been  permitted  to  import  we  were  to  deliver  100,000  tons  of  grain 
to  Norway. 

In  return  for  having  given  up  more  than  half  of  our  tonnage  and 
for  having  made  ourselves  liable  to  deliver  so  much  grain  that — -if 
the  provision  had  not  been  rescinded  at  the  end  of  the  War — it 
seemed  very  uncertain  how  we  were  to  provide  breadstulfs  for  our 
own  population,  we  obtained  the  above-mentioned  quantity  of  fer- 
tilizers and  a promise  of  a number  of  other  commodities,  in  small 
rations,  certainly,  but  still  of  great  importance  under  the  prevail- 
ing circumstances.  It  must  especially  be  said  that  the  agreement 
secured  a supply  of  petroleum,  of  which  a part  might  be  used  for  our 
fishing  boats  on  condition  that  the  Central  Powers  delivered  the  same 
quantity.  F’or  the  rest,  none  of  the  things  imported  were  to  be  used 
in  the  manufacture  of  goods  which  were  to  be  exported  southward, 
nor  to  neutral  countries,  unless  these  countries  gave  guarantees  that, 
neither  directly  nor  indirectly,  would  this  involve  exports  to  the 
Central  Powers.  These  provisions  regarding  the  indirect  use  of 
goods,  the  so-called  “additional  clauses,”  were  peculiar  to  the  Danish- 
American  agreement,  and  found  expression,  for  instance,  in  the  pro- 
hibition against  the  use  of  cotton  goods  and  cork  for  fishing  pur- 
poses. All  this,  of  course,  was  very  difficult  to  control ; and  in  order 
to  facilitate  control  the  Minister  of  Justice  provided  that  all  persons 
who  desired  to  export  were  to  ap])ly  to  the  Committee  of  the  IMcr- 
chants’  Guild  or  to  the  Chamber  of  Manufacturers  for  the  necessary 
certificates  that  the  provisions  of  the  agreements  had  been  complied 
with,  before  the  permission  to  export  could  be  granted  by  the 
Ministr}'. 

The  list  of  commodities  dealt  with  in  the  agreement  did  not  com- 
prise grain  and  fodders,  the  importation  of  which  was,  therefore, 
still  blocked,  nor  fuel,  which  was  imported  from  Great  Britain,  and 
for  which  Great  Britain,  probably  out  of  regard  for  the  financial 
interests  involved,  was  much  inclined  to  grant  permission  of  export. 
But  by  the  agreement  our  imports  of  all  goods,  taken  as  a whole, 
apart  from  grain,  fodders,  and  fuel,  were  reduced  to  about  one-fourth 
of  the  normal  (juantity,  which  gives  an  impression  of  the  very  serious 
]u-edicament  in  which  we  would  find  ourselves  if  the  agreement  were 
broufrht  into  force. 

O 

J'lierefore,  it  was  very  essential  that  the  tonnage  which  was  left 
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at  our  disposal  should  be  protected  against  being  torpedoed  by  the 
German  naval  forces ; and  to  prevent  this  we  bad  succeeded  in  con- 
cluding an  agreement  with  Germany  in  August-September,  1918. 
Eor  Germany  already,  on  July  16,  1917,  supplementing  her  prize 
ordinances,  bad  announced  that  neutral  vessels  which  were  mainly 
owned  by  subjects  of  hostile  countries,  or  which  were  chartered  by  a 
hostile  government,  or  which  were  sailing  in  the  interests  of  hostile 
countries,  should  he  considered  hostile  vessels.  Thereby  the  Danish 
tonnage  seized  by  the  Allies  was  exposed  to  destruction  until  the 
al)ove-mentioned  agreement  regarding  the  so-called  “Geleitscheine” 
had  been  concluded.  According  to  this  agreement  Germany  issued 
safe  conducts  for  the  vessels  which  carried  supplies  to  Denmark,  and 
the  agreement  was  to  be  considered  part  of  the  current  interchange- 
of-goods  agreement. 


The  Carrying  Trade. 

The  above-mentioned  seizures  of  Danish  tonnage,  the  scarcity  of 
g(K)ds  or  the  direct  stoppage  of  supplies,  and  the  fears  inspired  by 
dangerous  navigation  brought  about  a reduction  of  transportation 
by  sea,  which  will  appear  from  the  figures  given  below: 


Total  Tonnage  and  Value  of  Cargoes  Carried  by  Dan- 
ish Vessels  Plying  belweeri  Denmark  and  Other 
Countries 


Total  Revenue  from 
All  Foreign  Trade 


Incoming  Outgoing  Freight- 

Earnings,  Earnings,  rate- 


Gross  freights. 

in  million 

Gross  freights. 

in  million 

In  million 

index 

in  1,000  tons 

kroner 

in  1,000  tons 

kroner 

kroner 

number 

1 9 1 :i 

2,12 1 

23 

912 

9 

119 

100 

191  t 

2,291 

32 

883 

12 

102 

101 

1 9 1 5 

2,670 

105 

927 

M 

231 

281 

19H) 

1,93 1 

1 13 

721 

15 

395 

495 

1917 

968 

1 16 

390 

23 

■165 

991 

1918 

920 

1 22 

197 

7 

563 

1,019 

1 f)  1 9 

1,690 

229 

351 

12 

565 

920 

1920 

1,121 

183 

■192 

23 

553 

850 

>«'ote.  In  above  totals  are  included  all  revenues  whatsoever,  whether  de- 
rived from  trade  between  Denmark  and  foreign  countries,  between  different 
foreign  countries,  or  from  time-eliartering  in  terms  of  gross  freight  receipts. 


In  other  words,  it  a})pears  that  the  in-  and  outgoing  cargo  ton- 
na<re  during;  1917  was  reduced  to  half  the  total  for  1916;  and  dur- 
ing  1918  the  outgoing  tonnage  was  again  reduced  to  half  the  1917 
figure,  or  lo  one-fifth  of  the  total  for  1918. 

O " 
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Sailings  were  resumed  wlien  war  risk  insurance  had  again  com- 
menced to  be  effective,  but,  indeed,  at  premiums  which,  for  a return 
voyage,  Denmark-England-Denmark,  had  gradually  been  increased 
from  a trifling  percentage  before  the  commencement  of  the  blockade 
to  24  per  cent  in  IMay,  1917 ; and  also  after  an  agreement  had  been 
arrived  at  with  the  seamen  that  meant  a considerable  increase  in 
their  war  risk  insurance  and  in  their  wages. 

In  1917  the  war  losses  of  the  Danish  mercantile  marine  amounted 
to  142  shi})s  of  92,000  tons,  and  in  1918  to  86  ships  of  28,500.  As  it 
a])})eared  that  the  steamship  companies  which  had  lost  vessels  showed 
a tendency  to  go  into  voluntary  liquidation,  whereby  the  share- 
holders divided  the  insurance  among  themselves,  and  as  this,  at  a 
time  when  there  were  many  losses,  might  bring  about  a lasting  re- 
duction of  the  Danish  fleet,  an  act  of  IMay  18,  1917,  provided  that 
the  amounts  of  coni})ensation  paid  to  the  owners  in  case  of  total 
losses  should  be  applied  to  the  purchase  of  new  vessels  or  held  in 
reserve.  A prohibition  embodied  in  an  ordinance  issued  by  the  Home 
Office  on  ,lune  16,  1917,  forbidding  the  sale  abroad  of  Danish  ves- 
sels, or  Danish  or  foreign  vessels  under  construction  in  Danish  ship- 
yards, without  the  consent  of  the  Home  Office  also  had  the  same 
effect. 

From  an  aggregate  tonnage  of  steam,  motor,  and  sailing  vessels 
of  595,000  at  the  end  of  1916  the  fleet  had  been  reduced  by  war 
losses  to  501,000  tons  at  the  end  of  1917,  and  to  471,000  tons  at  the 
end  of  1918.  At  the  end  of  1920  the  fleet  had  again  reached  a ton- 
nage of  598,000.  Thus  it  was,  at  most,  reduced  by  one-fifth.  At  the 
same  time  freight  rates  were  increasing,  both  open  rates  and  the 
maximum  rates  fixed  by  the  Allies,  to  such  an  extent  that  the  freight- 
index  figure  which  for  1916  had  stood  at  495,  in  1917  reached  994, 
and  in  1918,  1,049. 

The  Government  and  the  Home  Market. 
d’he  Interchange  of  Goods  with  Foreign  Countries. 

In  order  fairly  to  a}>portion  stocks  on  hand,  and  also  in  order  to 
produce,  for  as  long  as  possible,  a surplus  of  foodstuffs  for  export, 
a number  of  regulating  and  rationing  arrangements  were  instituted ; 
and,  at  the  same  time,  ])rofits  earned  by  the  sale  of  commodities 
abroad  were  applied  to  the  reduction  of  the  jnfice  of  the  commodity 
in  (piestion  for  domestic  consumption.  Often  the  domestic  prices  were 
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reduced  by  subsidies  in  various  forms  from  the  Government  or  local 
councils ; and,  at  the  same  time,  maximum  prices,  a variety  of  pro- 
visions making  for  limitation  of  profits,  and  repeated  sales  of  the 
same  goods  (“chain  transactions”),  etc.,  were  in  force. 

Immediately  after  the  German  declaration  of  blockade  stock  was 
taken  of  a number  of  important  commodities,  to  make  it  possible  to 
estimate  how  far  the  supplies  on  hand  would  last  if  the  U-boat  war- 
fare should  bring  about  a suspension  of  navigation.  This  stock 
taking,  the  result  of  which  was  known  at  the  beginning  of  March, 
showed,  so  far  as  grain  and  fodders  were  concerned,  that  it  was  to 
be  feared  that  in  case  of  a continued  blockade  difficulties  would  ap- 
pear toward  the  end  of  the  harvest  year  if  no  special  measures  were 
taken.  During  the  first  days  of  March  the  Government  took  over  all 
supplies  of  foreign  wheat,  and  in  April  all  supplies  of  domestic 
grain  stored  by  the  farmers,  so  that  these  supplies  could  not  be  re- 
moved without  the  permission  of  the  local  grain  inspectors,  to  Avhom 
rej)orts  regarding  stocks  on  hand  were  to  be  sent. 

As  to  fodder  grain  (barley,  mixed  grain,  and  oats)  farmers  were 
permitted  to  retain  the  necessary  quantities  for  sowing  purposes,  and 
200  kilos  of  barley  and  mixed  grain  for  all  swine  over  four  weeks 
old;  and,  if  a farmer  did  not  have  a sufficient  quantity  of  oats  on 
hand,  a quantity  of  mixed  grain  sufficient  to  feed  his  horses.  The 
remainder  had  to  be  given  up  at  the  fixed  price  (kr.  24.50)  to  the 
grain  inspector,  who  was  then  to  distribute  the  grain  thus  received 
among  the  farmers  who  were  short  of  it. 

The  reason  for  this  seizure  of  grain  was  that,  according  to  the 
results  of  the  stock  taking  in  Februar}',  it  Avas  thought  necessary  to 
continue  mixing  rye  flour  Avith  barley  flour.  The  stock  of  baidey 
Avas,  hoAvcver,  not  large,  and  on  account  of  the  stoppage  in  the  sup- 
})ly  of  corn,  brought  about  by  the  declaration  of  blockade,  barley 
Avas  in  great  demand. 


The  Rationing  of  Rread. 

After  April  1,  1917,  the  rationing  of  flour  and  bread  aa^s  in- 
troduced ; after  that  date  purchases  and  sales  of  Hour  and  bread 
could  be  made  only  on  the  presentation  of  bread  tickets.  The 
montlily  ration  Avas  fixed  at  8 kilos  of  rye  bread  and  about  4 kilos 
of  Avheat  bread,  or  tbe  corresponding  (piantity  of  flour,  to  all  persons 
regardless  of  age;  and  for  persons  engaged  in  hard  bodily  labor 
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additional  rations  of  4 kilos  of  rye  bread.  Millers  were  ordered  not 
to  deliver  flour  except  for  flour  tickets,  which  the  bakers  obtained 
from  the  central  administration  for  the  rationing  of  tickets,  the 
“Distributing  Office,”  which  was  founded  as  a branch  of  the  Depart- 
ment of  Statistics.  So  long  as  millers  could  purchase  grain  in  the 
open  market  any  supervision  of  their  real  demand  for  flour  tickets 
was,  of  course,  very  inefficient;  consequently,  the  arrangement  was 
completed  on  the  beginning  of  the  new  harvest  year,  when  the  Gov- 
ernment ])urchased  all  bread  grain  and  took  it  to  Government  ware- 
houses, from  which  no  grain  was  delivered  except  for  flour  tickets. 

Spirits  and  Beer. 

In  order  to  effect  a saving  in  the  raw  materials  used  in  the  manu- 
facture of  spirits  and,  at  the  same  time,  a limitation  in  its  consump- 
tion, the  tax  on  spirits  was  materially  increased.  And  a general  pro- 
hibition was  laid  on  the  use  of  any  kind  of  grain,  fodder,  potatoes, 
or  fuel  in  the  manufacture  of  spirits,  with  the  exception  of  spirits 
for  technical  purposes;  and  maximum  prices  were  also  fixed  for  the 
various  kinds  of  spirits. 

As  regards  the  production  of  beer,  in  wliich  a considerable  number 
of  persons  were  employed,  and  which,  solely  for  that  reason,  could 
not  be  I’estricted  too  severely,  it  was  provided  that  the  breweries  pro- 
ducing taxable  beer  should  bo  allowed  to  use  only  80  per  cent  of  the 
raw  materials  used  in  the  preceding  year,  and  for  the  production  of 
tax-free  beer  not  more  than  the  same  quantity;  and,  further,  the 
stocks  of  the  breweries,  in  barley  and  of  malt,  intended  for  export 
were  seized  and  the  barley  used  for  seed. 

The  Grain  Act  of  1917. 

As  food  conditions  and  the  maintenance  of  farm  stock  became 
increasingly  difficult  the  Secretary  for  Home  Affairs  appointed  a 
committee  of  experts  on  April  4,  with  orders  to  submit  a detailed 
report  as  to  how  the  crop  of  1917  should  be  applied,  provided  that 
the  country  was  completely  cut  off  from  foreign  supplies  of  provi- 
sions, fodders,  and  raw  materials  for  the  production  of  foodstuffs. 
'The  report  of  the  committee  formed  the  basis  of  the  Grain  Act  of 
August  3,  1917 ; and  the  leading  members  of  the  committee  became 
members  of  the  “F’ood  Council”  provided  for  in  the  act. 
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The  Grain  Act  of  1917  bound  tlie  farmers  to  sell  all  rye  and  wheat 
of  the  crop  of  1917  (except  screenings  and  the  quantities  necessary 
for  seed)  to  the  Government  at  a price  of  kr.  26  per  100  kilos,  and, 
further,  a certain  fixed  quantity  of  spring  grain  at  kr.  23.00  per 
100  kilos.  Farmers  who  had  delivered  4.50  kilos  of  rye  and  wheat  for 
each  kr.  1,000  of  the  value  of  their  land  were,  however,  exempted 
from  delivering  barley  and  oats,  whereas  otherwise  these  grains 
were  to  he  delivered  to  the  extent  of  450  kilos  of  grain  per  kr.  1,000 
of  land  value.  The  farmer  was  entitled  to  dispose  of  the  remainder 
of  the  cro])  for  his  own  purposes ; but  he  could  sell  only  to  the  Gov- 
ernment which,  in  that  case,  paid  an  additional  amount  of  kr.  2.00 
per  100  kilos,  in  an  endeavor  to  increase  its  aggregate  supply  of 
grain  to  850,000  tons. 

A great  misfortune,  however,  befell  the  country.  The  crop  of  1917 
was  very  unsatisfactory,  the  harvest  being  even  poorer  than  that  of 
1914;  and  in  spite  of  all  efforts  the  Food  Council,  to  which  the  ad- 
ministration of  the  Grain  Act  was  entrusted,  did  not  succeed  in 
increasing  the  stocks  of  the  Government  to  much  more  than  550,000 
tons,  or  about  300,000  tons  less  than  the  quantity  estimated  at  the 
time  when  the  act  was  passed.  If,  nevertheless,  we  got  through  the 
harvest  year  of  1917-1918  it  was  due  to  the  rough  grinding  of  the 
flour,  the  use  of  bran,  and  the  consumption  of  stocks  from  previous 
years.  Furthermore,  the  ration  of  wheat  bread  was  reduced  on  Octo- 
ber 1,  1917,  from  thirteen  to  nine  tickets,  and  after  January,  1918, 
to  six  tickets,  each  for  300  grams  of  bread  or  240  grams  of  flour  per 
month.  In  order  to  keep  the  price  of  rye  bread  unchanged,  despite 
the  increase  in  the  price  of  grain,  rye  and  barley  were  sold  from  the 
government  warehouses  at  kr.  18.50  per  100  kilos,  while  the  pur- 
chasing ju'ices  were  kr.  26.00  and  kr.  23.00,  respectively.  On  the 
other  hand,  the  government  warehouse  price  of  wheat  was  kr.  27.00, 
whereby  a small  amount  was  made  good  of  the  expenses  incurred  by 
the  Government  in  the  sale  of  rye  and  barley  for  the  production 
of  bread  below  the  purchase  price.  The  remainder  was  to  be  covered 
by  the  Treasury. 

According  to  the  same  Grain  Act  breweries,  malt  bouses,  and  dis- 
tilleries were  not  allowed  to  })urchase  or  use  Danish  grain  other  than 
that  ])urchased  from  the  Government,  and  this  the  breweries  were 
only  allowed  to  use  in  the  manufacture  of  tax-free  beer.  They  were, 
however,  permitted  to  use  the  stocks  of  malt  which  they  held  for  the 
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production  of  taxable  beer,  and  also,  during  the  whole  of  1917,  to 
purchase  Danish  malt  for  tax-free  beer.  Concurrent  with  these  re- 
strictions the  tax  on  spirits  was  again  increased  greatly,  i.e.,  on  the 
most  expensive  liquors  by  kr.  7.50  per  three-quarter  liter  bottle. 

Finally,  a part  of  tlie  crop  of  1917  was  exchanged  for  Norwegian 
nitrates.  By  an  act  of  March  7,  1918,  the  Home  Secretary  was  em- 
j)owered  to  purchase  on  behalf  of  the  Government  as  much  as  20,000 
tons  of  Norwegian  nitrate  at  a price  of  kr.  55  per  100  kilograms 
f.o.b.,  and  to  sell  it  to  the  farmers  at  a jndce  of  kr.  35.00.  At  tlie  same 
time  another  act  of  the  same  date  empowered  the  Home  Secretary 
to  sell  to  Norway  as  much  as  20,000  tons  of  grain,  to  purchase  this 
grain  from  the  farmers  at  kr.  30  ])er  kilogram,  and  if  it  should 
become  necessary,  to  reduce  the  ration  of  rye  bread.  The  exchange 
was  effected  at  kr.  40  for  the  grain  and  kr.  55  for  the  nitrate,  which 
was  its  market  price.  Before  the  War  it  had  sold  at  the  same  price 
as  Danish  barley,  or  at  kr.  15. 

Immediately  before  the  beginning  of  the  period  dealt  with  in  the 
present  chapter,  the  Home  Secretary,  on  January  13,  1917,  had 
prohibited  the  use  of  potatoes  as  fodder.  It  was  only  after  great 
hesitation  that  the  Government  took  this  step,  but  the  small  crop 
had  the  result  that  hardly  any  potatoes  were  sent  to  the  towns.  This, 
of  course,  caused  great  difficulties,  and  tlie  maximum  price  could  not 
hold  under  the  pressure  of  the  demand.  The  capital  was  practically 
without  potatoes  for  months. 

ddie  potato  crop  of  1917  was  larger  than  that  of  1916  but  con- 
siderably less  than  the  crops  of  1914  and  1915,  and  conditions  were, 
therefore,  still  difficult.  The  prohibition  against  using  potatoes  as 
a fodder  was  maintained,  but  a general  permission  was  given  to  use 
10  per  cent  of  the  crop  for  fodder  up  to  October  1,  1917. 

The  Grain  Act  of  1918. 

Like  the  Act  of  1917  the  Grain  Act  of  1918  fixed  the  value  of 
the  land  as  a basis  for  the  grain  assessment ; but  while,  according 
to  the  former  act,  the  same  proportionate  quantities  were  to  be 
turned  over  by  the  small  and  the  large  estates,  the  Act  of  1918  ex- 
empted the  first  kr.  3,000  of  land  value  from  the  obligation;  the 
fourth  thousand  was  to  turn  over  fii/o  kilograms  of  grain  or  two 
swine  of  70  kilograms;  thereafter  5Vi>  kilograms  were  to  be  de- 
livered for  each  kr.  1,000  of  land  value  by  estates  of  a land  value  of 
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between  kr.  4,000  and  30,000;  6^2  kilograms  by  estates  represent- 
ing kr.  100,000  of  land  value;  and  7 kilograms  by  the  largest 
estates. 

Inke  the  Act  of  1917  the  Act  of  1918  provided  that  all  rye  and 
wheat  (except  seed  grain  and  screenings)  had  to  be  surrendered,  as 
also  s])ring  grain,  until  the  above-mentioned  assessed  quantity  per 
kr.  1,000  in  land  value  had  been  reached.  It  was  estimated,  too,  that 
765,000  tons  would  be  added  to  the  government  stock.  The  price  of 
winter  barley  and  oats  was  fixed  at  kr.  26.00  and  that  of  spring 
wheat  and  rye  at  kr.  23.00. 

Bread,  Flour,  and  Meal. 

While,  during  the  previous  harvest  year,  efforts  had  been  made 
only  to  maintain  unchanged  the  price  of  rye  bread — which  had, 
however,  been  increased  to  about  kr.  0.95  per  4 kilos  on  account  of 
the  increase  in  the  costs  of  its  production,  the  Grain  Act  of  1918 
empowered  the  Home  Secretary  to  dispose  of  the  breadstuff s of  the 
Government  at  such  a price  that  a 4-kilo  loaf  of  rye  bread  could  be 
sold  15  to  16  ore  cheaper  than  before;  and,  at  the  same  time,  the 
“High  Cost  of  Living  Act”  of  July  13,  1918,  authorized  a further 
reduction  of  10  ore  per  4 kilos. 

Otherwise  the  rules  in  force  for  supplying  the  people  with  bread 
and  hour  remained  essentially  unchanged  during  the  harvest  year 
of  1918-1919.  The  ration  of  rye  bread  was  still  8 kilos  a month  for 
each  })erson  and  additional  bread  tickets ; while  the  ration  of  wheat 
bread  was  increased  in  October,  1918,  to  seven  and  in  November  to 
eight  tickets,  each  of  300  grams  of  bread  or  240  grams  of  hour. 

As  had  been  the  case  in  the  preceding  harvest  year  the  breweries 
and  distilleries  could  not  pui'chase  Danish  grain  except  from  the 
Government,  under  the  Act  of  1918.  It  was  estimated  from  the  quan- 
tity delivered  to  the  breweries  that  they  would  be  able  to  maintain 
a ])rodnction  corresponding  to  about  50  per  cent  of  normal;  and  it 
was  not  until  June,  1919,  that  an  increase  in  production  was  made 
possible  by  new’  supplies  from  abroad. 

During  1918-1919  the  su])})ly  of  potatoes  was  also  regulated  by 
tlie  Grain  Act,  which  empowered  the  Home  Secretary  to  contract 
for  the  growing  of  potatoes  for  the  Government.  The  potato  hai'vest 
of  1918,  liowever,  yielded  more  than  11,()()(),000  kilograms;  con- 
sequently, the  potato  sii})})lv  presented  no  difficulties,  and  the  Grain 
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Act  of  1919  contained  no  provisions  regarding  the  sup})ly  in  the  new 
liarvest  year. 

When  the  blockade  coinnienced,  the  Home  Secretary  prohibited 
all  consumers  from  providing  themselves  with  barley,  mixed  grain, 
corn,  and  fodder  cake  in  excess  of  fourteen  days’  consumption.  At 
the  same  time  stock  was  taken  of  the  quantities  on  hand,  which 
proved  that  there  were  satisfactory  stocks  of  fodder  cake  hut  a 
scarcity  of  corn,  d’he  Government,  consequently,  took  over  those 
quantities  of  fodder  grain  stored  by  the  farmers  which  were  not 
needed  on  their  own  farms. 

The  Production  of  Animal  Foods. 

The  poor  crop  of  1917  coupled  with  the  stoppage  of  the  supplies 
of  grain  and  fodders,  which  occurred  in  the  middle  of  the  year, 
almost  brought  the  production  of  pork  to  a standstill.  The  number 
of  swine,  which  was  about  2,5()(),000  at  the  outbreak  of  the  War, 
still  amounted  to  about  2,000,000  when  the  blockade  came  into 
force;  hut  after  tliat  it  decreased  steadily  and  greatly;  and  at  the 
beginning  of  April,  1918,  it  numbered  onlv  a little  more  than 
400,000.  This  reduction  must,  undoubtedly,  he  attributed  to  the 
energetic  demands  of  the  Food  Council  which  urged  that  such  a 
reduction  was  necessary,  as  otherwise  the  swine  would  starve  out  the 
population,  and  that  if  we  had  to  choose  between  a scarcity  of  grain 
and  a scarcity  of  fat  we  must  choose  the  latter. 

Tlie  rationing  of  pork  and  butter,  which  came  into  force  after 
January  1,  1918,  was  necessary  in  order  to  secure  a socially  war- 
rantable ap})ortionment  of  the  quantities  of  these  commodities  on 
hand,  and  also,  and  not  least,  in  order  to  maintain  the  largest  pos- 
sible exports  for  as  long  as  possible. 

At  the  same  time  endeavors  were  made  to  encourage  production 
through  steadily  increasing  bonuses,  or  at  least  to  meet  the  demand 
advanced  by  the  farmers  that  the  price  of  the  pork  which  could  be 
j)roduccd  should  correspond  to  the  rise  in  grain  prices.  In  the  last 
chapter  it  was  said  that  in  addition  to  the  subsidy  to  the  pork  pro- 
ducers through  the  fixing  of  the  corn  price,  wliich  was  covered  by 
the  Government,  and  the  maximum  price  of  barley,  tlie  packing 
liouses,  since  the  autumn  of  1916,  had  received  a direct  subsidy  of 
10  ore  per  kilogram  for  the  first  5,000  swine  supplied  to  the  home 
market,  and  14  ore  for  further  deliveries.  By  the  Grain  Act  of 
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August  3,  1917,  this  subsidy  was  increased  to  32.5  oi-e  per  kilo  for 
all  pork  supplied  to  the  home  market.  In  February,  1918,  it  was 
further  increased  to  52.5  ore,  to  85  ore  on  February  14,  and  to  90 
ore  by  the  Grain  Act  of  March  20,  1918.  By  the  rationing  of  pork 
introduced  by  the  Act  of  December  10,  1917,  each  person  was  al- 
lowed 280  grams  per  week  (120  grams  of  chine  of  pork  and  160 
grams  of  ordinary  pork).  This  ration  may  be  estimated  at  half  of 
the  consumption  of  pork  at  that  time,  which,  however,  was  very  large 
because  of  maximum  prices,  while  other  meats  were  partly  free, 
d’he  decrease  in  production  became,  however,  so  marked  that  this 
ration  had  to  be  reduced  (in  spite  of  the  fact  that  salt  pork  was  in- 
cluded in  the  rationing)  and  the  nominal  value  of  pork  tickets  was 
cut  down  to  120  grams  from  June  1,  1918,  while  the  chine  of  pork 
tickets  were  canceled.  In  order  to  afford  the  population  some  com- 
])ensation  for  this  reduction  of  rations  an  arrangement  was  made, 
according  to  which  the  tickets  which  had  hitherto  been  valid  for 
chine  of  pork  were  converted  into  discount  tickets  for  200  grams  of 
meat. 

During  the  autumn  the  nominal  value  of  tickets  for  120  grams 
was  maintained,  but  at  times  only  from  3 to  4 per  cent  of  the  tickets 
delivered  could  be  made  good,  and  in  order  to  make  up  for  the  scar- 
city of  pork  the  Government  had  even,  in  November,  1918,  to  dis- 
tribute a quantity  of  sugar  in  exchange  for  pork  tickets.  In  the 
spring  of  1919  the  supply  of  pork,  however,  improved  somewhat. 
Ex])orts  of  pork  and  hams,  which  in  1913  had  amounted  to  123,- 
000,000  kilograms,  and  which  in  1917  had  been  reduced  to  82,000,- 
000,  was  further  reduced  in  1918  to  3,000,000,  and  in  1919  even  to 
less  than  1,000,000. 

The  endeavors  of  the  Allies  to  reduce  to  a minimum  the  export  of 
fats  southward  was  also  reflected  in  the  sto])page  of  the  supplies  of 
raw  materials  for  margarine  ])roduction.  Normally  Denmark  only 
uses  about  one-sixth  of  her  production  of  butter,  while  the  remainder 
is  exj)orted,  and  the  great  consumption  of  fats  is,  consequently, 
largely  met  by  margarine.  By  preventing  the  production  of  this 
commodity  the  Allies  com])elled  us  to  eat  the  butter  ourselves,  and 
the  result  was  a heavy  decrease  in  butter  exports.  From  91,000,000 
kilograms  iii  1913,  ex])orts  wore  reduced  to  61,000,000  in  1917  and 
to  15,000,000  in  1918.  In  1919  the  total  again  increased  to  37,000,- 
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000.  The  reduction  in  butter  exports  enforced  by  tlie  stoppage  of 
raw  materials  for  the  production  of  margarine  also  recoiled  upon 
Great  Britain;  but,  especially  after  the  United  States  bad  joined 
the  Allies,  she  did  not  seem  to  attach  much  imjjortance  to  this  fact. 

As  said,  early  in  1917  Great  Britain  stopped  the  su})plies  of  raw 
materials  of  animal  origin  for  the  production  of  margarine.  Then  the 
vegetable  raw  materials  became  increasingly  difficult  to  obtain ; and 
in  the  course  of  the  autumn  of  1917  the  margarine  industry  was 
brought  to  a standstill.  As  at  the  same  time  the  ])rice  of  butter  was 
greatly  increasing,  and  consumers  thus  were  under  the  necessity  of 
buying  this  ex])ensive  butter,  an  arrangement  was  made  according 
to  which  the  Treasury,  in  order  to  keep  its  price  from  rising  in  this 
country,  granted  subsidies  to  the  producers;  and  from  January  1, 

1918,  the  above-mentioned  act  of  December  10,  1917,  introduced  a 
rationing  of  butter.  Each  j)erson  received  5250  grams  a week ; and 
bakers,  restaurant  keepers,  and  others  received  a ration  calculated 
on  the  basis  of  their  normal  consumption.  We  succeeded  in  providing 
the  home  market  with  the  fixed  ration  quantity  of  butter  in  a satis- 
factory manner;  but  there  could  be  no  question  of  exporting  any, 
apart  from  some  assistance  rendered  to  Sweden,  which  was  effected 
by  means  of  a reserve  stock  of  35,000  casks  that  the  Government 
bad  procured.  The  number  of  milch  cows  which  before  the  War  bad 
been  1,310,000  bead  was  reduced  to  1,024,000  by  July,  1918.  The 
yield  of  milk  was,  however,  reduced  still  further;  in  1914  it  bad 
averaged  about  2,644  kilograms  annually  per  cow;  in  1917  it  had 
been  reduced  to  2,412;  in  1918  to  1,834;  and  in  1919  even  to  1,658. 
In  reality  the  cattle  bad  been  starved  through  the  winter  of  1918- 

1919,  and  only  gradually  did  we  succeed  in  again  increasing  the 
yield. 

The  decrease  in  the  production  of  milk,  which  resulted  in  a de- 
creasing production  of  butter,  also  had  a direct  effect  on  the  supply 
of  milk  for  the  people.  Thereby  a new  and  serious  problem  came  up, 
especially  for  the  large  towns;  and  by  an  act  of  December  21,  1917, 
covering  the  milk  supj)ly,  the  suppliers  of  milk  were  conqjelled  daily 
to  ])lace  two-fifths  of  a liter  of  whole  milk  at  the  disposal  of  every 
individual  in  households  where  no  milk  was  produced. 

So  far  as  cheese  was  concerned  the  ordinance  issued  by  the  Minis- 
ter of  Justice  on  March  10,  1917,  bad  made  the  regulations  regard- 
ing the  percentage  of  the  fatty  matter  in  the  cheese  exported  more 
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stringent,  so  that  only  tlie  richest  and  most  expensive  qualities  were 
exported ; and  an  export  duty,  corresponding  to  the  difference  be- 
tween the  fixed  price  of  butter  and  the  export  price,  was  collected, 
in  order  that  there  should  be  no  temptation  to  force  the  export  of 
milk  or  cheese,  and  thereby  derange  the  butter  situation. 

The  commencement  of  the  blockade  had  this  immediate  effect  on 
the  supply  of  sugar;  that  the  discount  system  in  force  was  converted 
on  February  9 into  a real  rationing  system — the  first  rationing  to 
he  done  in  this  country.  The  sugar  tickets  valid  for  the  purchase  of 
the  chea])er  household  sugar,  which  were  already  in  the  hands  of  the 
consumers,  were  converted  into  ration  tickets,  and  the  trades  using 
sugar  for  manufacturing  purposes  received  tickets  which  were  valid 
for  the  purchase  of  a quantity  that,  in  view  of  their  previous  con- 
sumption, was  rather  small.  As  already  mentioned,  an  unchanged 
sugar  ration  of  2 kilograms  to  each  person  a month  was  maintained 
through  the  years  of  war ; and,  at  times,  to  this  there  was  even  added 
“preserving-sugar”  during  the  summer  months.  This  arrangement 
entailed  no  extra  exjiense  as  the  price  of  sugar  distributed  to  the 
trades  was  so  high  that  household  sugar  could  be  sold  at  a price 
which  was  below  the  cost  of  production. 

Hides,  Leather,  and  Footwear. 

d’he  reduction  in  the  price  of  hides  which  took  place  about  New 
Years,  1917,  because  they  were  being  increasingly  retained  in  this 
country,  became  more  marked  after  the  commencement  of  the  block- 
ade on  account  of  the  increased  number  of  killings  caused  by  the 
scarcity  of  fodder;  but  toward  the  end  of  1917  the  price  of  hides 
was  again  rising,  for  all  foreign  su])plies  of  leather  were  also 
sto])])ed,  so  that  only  the  domestic  jn-oduction  was  at  the  disposal  of 
the  country. 

Ify  an  ordinance  of  July  20,  1918,  the  Home  Secretary  fixed 
retail  maximum  prices  for  all  footwear,  with  the  exception  of  the 
luxury  footwear  specified  in  the  ordinance  and  footwear  for  military 
use.  The  imumfacturer  or  the  wholesade  dealer  was  to  stamp  the 
wholesale  selling  ])rice  on  the  soles  of  every  ])air,  this  price  to  be  re- 
garded as  Ihe  retail  price  u])on  the  addition  of  a certain  ])ercentage. 
Inq)oi-ted  footwear  was  subject  to  the  same  regulations  in  the  calcu- 
lation of  profits  as  footwear  manufactured  in  this  country.  Control 
of  the  selling  prices  of  the  factories  was  obtained  by  an  ordinance 
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issued  by  the  Flonie  Office  on  September  18,  1918,  after  very  serious 
disputes  between  “The  Extraordinary  Royal  Committee”  and  the 
industry,  which  feared  that  the  arrangement  aimed  at  was  the  com- 
mencement of  a general  regulation  of  the  profits  of  industries,  with 
the  incidental  control  of  the  individual  factory.  For  the  ordinance 
provided  that  the  net  profits  of  the  factories  in  each  financial  year 
must  not  exceed  10  per  cent  of  the  aggregate  amount  of  sales  for 
the  financial  year  in  (juestion.  The  fact  that  this  control  of  the  prices 
of  boot  and  shoe  factories,  which  was  rather  complicated  in  practice, 
was  carried  through  in  spite  of  the  determined  opposition  of  the 
industry  was  mainly  due  to  the  demands  set  up  by  the  farmers,  that 
in  return  for  their  having  to  deliver  their  goods  at  fixed  prices  they, 
as  producers  of  raw  materials,  were  to  be  given  security  that  no  un- 
reasonable costs  should  be  added  to  goods  manufactured  from  such 
raw  materials  on  the  way  to  the  consumers. 

The  manufacture  of  footwear  j)roper  having  thus  been  placed 
under  control  an  arrangement  as  to  hides  was  made.  A “Hide  Office” 
was  founded,  to  which  the  tanners  were  to  send  monthly  requisitions 
for  hides;  the  office  would  then  refer  them  to  the  wholesale  dealer 
from  whom  they  were  to  purchase.  The  Hide  Office  also  had  control 
of  ex]>orts,  and  collected  the  difference  between  the  maximum  price 
and  the  export  price. 

The  arrangements  regarding  wool  were  very  similar  to  those  to 
meet  the  leather  situation.  It  was  also  in  this  instance  a question  of 
a raw  material  which  the  farmers  were  to  furnish  to  an  industry ; 
and  naturally  the  farmers  desired  to  get  the  highest  possible  price 
for  their  raw  material,  while,  on  the  other  hand,  they  desired  to  ob- 
tain the  finished  article  at  a reasonable  price.  The  wool  arrangement 
was  to  the  effect  that  maximum  prices  were  fixed  on  wool  and  on  the 
yarn  spun  from  the  wool  delivered. 

The  Fish  Arrangement. 

'The  stop[)age  of  })etroleum  su})plies  for  the  fishing  fleet,  mentioned 
in  the  preceding  cha})ter,  was,  above  all,  maintained  unchanged 
after  the  commencement  of  the  blockade,  and  thus  there  arose  a new 
situation  for  the  fisheries.  The  former  arrangement,  by  which  an 
attempt  was  made  to  increase  consumption  in  this  counti-y  and 
thereby  diminish  exports  southward,  and  so  lessen  Great  Britain’s 
opposition  to  permitting  the  necessary  inqjorts  of  petroleum  and 
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otlier  fuels,  had  no  real  basis  now  when  such  supplies  had  been  prac- 
tically brought  to  a standstill;  and  from  March  15,  1917,  the  fish 
agreement  was  revoked,  in  so  much  as  the  government  subsidy  and 
the  export  duty  lapsed  after  that  date. 

An  effort,  however,  had  naturally  to  be  made  to  effect  a resump- 
tion of  su])plies  of  oil  from  the  west  as  Germany  could  spare  little 
fuel  oil  and  no  petroleum ; but  it  was  not  until  the  coming  into  force 
of  the  agreement  with  the  United  States  that  a quantity  of  petro- 
leum and  other  fuel  and  lubricating  oils  was  again  secured  for  this 
country. 

While  the  situation  as  regarded  the  commodities  hitherto  dealt 
with  in  this  chapter  had,  as  a whole,  been  governed  by  the  fact  that 
they  were  produced  in  this  country,  and  that  in  some  cases  it  was 
necessary  to  maintain  the  exjDort  of  such  commodities  as  long  as  was 
])ossihle,  there  were,  of  course,  several  commodities  which  disap- 
peared entirely  from  the  market  because  they  could  be  only  pro- 
cured by  import,  and  imports  were  stopped.  In  so  far  as  this  applies 
to  the  commodities  termed  “colonial  produce,”  coffee,  tea,  rice,  pep- 
per, etc.,  or  articles  like  thread  and  cotton,  the  same  mode  of  pro- 
cedure was  used  in  all  cases.  The  Government  attempted  to  dis- 
tribute the  quantities  on  hand,  or  those  which  were  received  from 
time  to  time,  by  means  of  maximum  prices  and  by  a more  or  less 
detailed  rationing  of  provisions. 

“Colonial  Produce.” 

The  great  importance  of  coffee  as  a stimulant,  and  for  large  parts 
of  the  population  also  as  a quasi  food  in  connection  with  bread  or 
cakes,  caused  the  distribution  of  coffee  and  its  subsequent  disap- 
pearance from  the  market  to  make  a greater  impression  than  had 
been  made  by  the  disaj)pearance  even  of  foods  like  pork. 

A maximum  price  for  coffee  had  already  been  fixed  in  July,  1916, 
by  a voluntary  agreement  between  the  Committee  of  the  IMerchants’ 
Guild  and  the  importers  of  coffee,  and  in  April,  1917,  official  maxi- 
mum ])riccs  for  sales  from  the  importers  to  wholesalers,  and  from 
the  latter  to  retailers  were  fixed,  while,  at  the  same  time,  a “Coffee 
Committee”  was  a])pointed  which  was  to  watch  the  fluctuations  on 
the  coffee  market.  As,  however,  coffee  supplies  became  increasingly 
difficult  to  maintain,  a real  rationing  was  introduced  in  December, 
1917,  to  take  effect  after  January  1,  1918.  In  the  course  of  the 
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spring  of  1918  the  ration  had  to  he  reduced  several  times.  In  April, 
1918,  tea  was  included  in  the  rationing,  in  order  thereby  to  make 
up  for  the  dwindling  rations  of  coffee,  and  also  because  the  quantity 
of  tea  allowed  us  by  the  Allies  amounted  only  to  half  the  normal  con- 
sumption. Rut  in  May  it  became  absolutely  impossible  to  procure 
coffee;  and  in  the  course  of  June  the  stock  of  tea  had  also  been 
consumed. 

The  small  quantities  of  coffee  which  were  recived  during  1918 
were  taken  over  by  the  “Coffee  Committee” ; and  by  a special  Christ- 
mas rationing  this  supply  was  distributed,  50  grams  going  to  each 
person.  At  this  time  so  much  tea  was  received  that  rationing  could 
he  resumed  on  January  1,  1919;  and  shortly  afterward  rationing 
was  abolished  as  the  market  had  received  adequate  supplies.  So  far 
as  coffee  was  concerned  rationing  could  not  be  resumed  until  Janu- 
ary 27,  1919,  and  a month  later  it  was  abolished.  The  maximum 
price  for  tea  was  revoked  on  March  1,  and  that  of  coffee  on  Novem- 
ber 28,  1919. 

We  shall  further  mention  salt,  of  which  commodity  the  necessary 
supplies  had  been  assured  to  the  country  by  the  trade  agreements 
with  Germany ; these  supplies  sufficed  the  better  because  the  largest 
consumers  of  salt,  viz.,  the  dairies  and  the  packing  houses,  on  ac- 
count of  the  greatly  decreasing  production,  did  not  require  their 
normal  quantities.  A “Salt  Committee”  had,  however,  been  ap- 
pointed to  receive  and  distribute  the  quantities  imported. 

Coal  and  Coke. 

While  the  supply  of  fuel  in  the  days  before  the  North  Sea  block- 
ade had  mainly  been  of  concern  because  of  Denmark’s  industries, 
such  supplies  were  so  severely  reduced  after  February  1,  1917,  that 
the  general  consumption  was  highly  affected,  and,  consequently,  ar- 
rangements for  the  rationing  and  distribution  of  the  stocks  of  these 
commodities  had  also  to  be  made. 

In  1917  im[)orts  of  coal  and  coke,  etc.,  from  Great  Britain  were 
reduced  to  one-third  of  the  figures  for  1916,  or  to  one-fourth  of  our 
im])orts  before  the  War.  Part  of  this  reduction  was  covered  by  our 
supplies  from  Germany,  hut  the  total  annual  imports  from  1917  to 
1919  amounted  only  to  a little  more  than  60  per  cent  of  those  in 
1913.  Immediately  after  the  commencement  of  the  blockade  Great 
Britain  had  appointed  a “Coal  Controller”  who,  acting  on  behalf 
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of  the  Government,  took  charge  of  the  operation  of  all  British  mines, 
continuously  supervised  exports,  and  fixed  prices. 

Wdien  tlie  blockade  came  into  force  purchases  of  coal  and  coke  in 
excess  of  fourteen  days’  consumption  were  prohibited  in  this  country, 
and  stock  was  taken  of  the  quantities  to  be  found  here.  The  result  of 
this  stock-taking  j)roved,  however,  that  the  stocks  on  hand  were  suffi- 
cient for  not  less  than  two  and  a half  months’  consumption.  Conse- 
quently, the  stoppage  of  the  supplies  during  the  first  months  of  the 
blockade  did  not  cause  insurmountable  difficulties,  the  more  so  as  the 
gi-eater  part  of  the  fuel  was  in  the  hands  of  a “Continental  Coal 
Committee,”  whence  it  was  directed  to  those  consumers  whose  require- 
ments had,  first  of  all,  to  be  covered,  principally  the  gas  companies. 
In  order  to  bring  about  an  efficient  distribution  of  the  fuel  on  hand, 
or  that  imported,  the  Home  Office  appointed  two  committees  in 
March,  one  for  supplies  from  the  south,  and  one  for  supplies  from 
Great  Britain,  both  committees  working  under  a joint  “Government 
Coal  Distribution  Committee.”  Eurthermore,  two  ordinances  of  July 
31,  1917,  fixed  maximum  profits  on  transactions  in  coal  and  coke 
from  the  south  and  from  the  west,  respectively,  and  the  sale  of  con- 
tinental fuel  and  British  fuel  by  the  same  firm  was  prohibited.  The 
councils  of  larger  local  districts  had  commenced  to  organize  “fuel 
bureaus”  in  order  to  arrange  for  a rationing  of  household  fuel  dur- 
ing the  coming  winter,  and  a distribution  of  fuel  to  the  poor  at  re- 
duced prices. 

If  conditions  thus  seemed  to  be  fairly  tolerable,  this  was,  inter 
alia,  due  to  the  agreement  made  with  England  to  the  effect  that  we 
should  have  the  right  and  accept  the  obligation  to  receive  100,000 
tons  of  coal  a month  (p.  467).  It  was  due  too  to  the  ample  supplies 
from  the  south.  The  question  of  ])rices  had — from  a consumer’s  point 
of  view — been  satisfactorily  arranged.  The  coal  freights  which  in 
January,  1917,  had  been  kr.  70-75  per  ton,  had  by  June  increased 
to  kr.  ^10-1220.  Through  agreements  with  the  Shipping  Committee 
and  with  the  War  Risk  Insurance  Institution  for  ships,  which  re- 
duced its  premium  for  a round  trip  from  24  })er  cent  to  12  per  cent, 
and  by  means  of  a rather  large  subsidy  from  the  Treasury,  a reduc- 
lion  of  freight  rates  was  obtained,  whereupon  the  Shipping  Com- 
mittee fixed  a maximum  freight  of  kr.  110  })er  ton.  Owing  to  this 
the  ])rice  of  British  coal  in  this  country  could  be  reduced  by  kr.  80 
per  ton.  Gradually  insurance  premiums  and,  consequently,  also 
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freight  rates  were  further  reduced;  and  by  the  end  of  July,  1919, 
the  latter  were  kr.  30,  which  rate  was  maintained  unchanged  until 
the  abolition  of  the  Shipping  Committee  in  October,  1920. 

In  this  connection  it  should  also  ho  said  that  the  British  Coal  Con- 
troller, after  January,  1918,  demanded  that  sterling  should  he  con- 
verted at  the  par  rate,  which  demand  was  maintained  until  the  rate 
of  exchange  of  sterling  in  this  country  went  to  par ; besides  which  an 
additional  duty  of  kr.  10  per  ton  was  imposed  on  exports  to  Den- 
mark (but  not  on  exports  to  any  other  country),  and  this  duty, 
which  was  later  raised  to  kr.  15,  was  not  repealed  until  January  1, 
1919. 

Firewood  and  Peat. 

In  order  to  make  up  for  the  decrease  in  imports  of  coal  and  coke, 
which  made  itself  felt  when  the  blockade  had  come  into  force,  con- 
tinuous efforts  were  made  to  further  the  inland  production  of  fuel, 
and  to  distribute  this  fuel  ecpially  to  the  population  at  the  lowest 
possible  price.  At  the  end  of  February,  1917,  a “Fuel  Committee” 
was  appointed  to  organize  and  take  charge  of  the  total  inland  pro- 
duction of  firewood  and  peat;  and  an  act  of  April  20,  1917,  made  it 
incumbent  on  forest  owners  to  cut  timber  to  such  an  extent  that  the 
quantit}'  cut  during  the  lumbering  year  1916-1917  amounted  to 
twice  the  cut  of  the  years  immediately  preceding  the  outbreak  of  the 
W ar.  In  1916-1917  the  production  of  firewood  was  estimated  at 
1,70(),000  cubic  meters,  as  against  a normal  production  of  700,000, 
and  the  ])eat  production  of  1917  is  estimated  at  2,500,000,000  peats, 
as  against  800,000,000  before  the  War.  For  the  following  year,  cal- 
culated up  to  April  1,  1918,  the  owners  of  forests  and  plantations 
were  ordered  to  make  about  twice  the  normal  cut,  and  this  was  also 
done. 

For  the  lumbering  year  1918-1919  the  order  was  reduced  to  10 
])er  cent  above  the  normal,  or  to  about  800,000  cubic  meters,  the 
provisions  regarding  distribution,  etc.,  being  otherwise  maintained 
from  the  preceding  years.  This  also  applied  to  the  provisions  re- 
garding the  selling  of  peat.  The  production  of  peat  was  estimated 
at  4,500,000,000  in  1918,  and  in  1919  at  about  2,700,000,000. 

Fuel  Oil. 

The  simultaneous  stoppage  of  the  supplies  of  ])etroleum  caused  a 
material  increase  in  difficulties.  While  in  1913  the  ini])orts  of  this 
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commodity  had  amounted  to  upward  of  80,000  tons,  the  quantity 
imported  in  1917  was  only  35,400  tons,  and  in  1918  only  11,000 
tons,  of  which  3,500  arrived  in  March  and  the  remainder  in  Decem- 
ber as  a result  of  the  trade  agreement  with  the  United  States.  In 
February,  1917,  a “Fuel-oil  Committee”  was,  therefore,  appointed 
to  undertake  the  rationing,  the  sale  and  the  delivery  of  petroleum 
and  oils. 

The  distribution  of  petroleum  having  been  suspended  for  some 
months,  so  much  American  petroleum  was  received  by  the  country  in 
December,  1918,  that  the  rationing  for  private  consumption  for 
December  could  be  increased  to  three  liters,  and  for  January,  1919, 
to  eight  liters.  At  the  same  time  the  distribution  for  motors  and  other 
technical  j)urposes  was  resumed,  and  from  Februai'y  4,  1919,  the 
rationing  for  all  household  purposes  and  for  technical  purposes  was 
suspended.  The  rationing  for  motor  use  w’as,  however,  maintained 
until  March,  1919. 

The  conditions  which  affected  petroleum  also  applied  to  gasoline. 
W1  len  the  supplies  from  America  were  suspended  and  only  small  lots 
could  be  obtained  elsewhere,  so  that  the  total  import  during  1917 
amounted  to  only  one-third  of  the  import  of  1916,  and  in  1918  be- 
came almost  negligible,  various  arrangements  were  made  to  make  the 
stock  on  hand  go  as  far  as  possible.  Thus  it  was  provided  that  gaso- 
line and  benzol  should  be  mixed  with  alcohol,  and  the  rules  govern- 
ing the  use  of  motor  vehicles  were  made  stricter.  In  the  early  au- 
tumn of  1918  their  use  stopped  completely;  but  at  the  beginning  of 
1919  the  sup})lies  of  gasoline  and  of  petroleum  from  the  United 
States  were  resumed  to  such  an  extent  that  the  above  rules  could 
gradually  be  relaxed. 


3.  The  Great  Industries. 

Agriculture  (including  fertilizers  and  seed). 

If  we  now  cease  to  consider  commodities  mainly  from  the  point  of 
view  of  the  consumer,  and  consider  the  conditions  of  ])roduction,  we 
must  mention  two  important  things  produced  by  the  farmer  which 
were  made  sub  ject  to  a regulation  of  prices  and  public  distribution. 

In  the  first  ]>lace  we  must  bring  uj)  the  (juestion  of  fertilizers,  of 
weighty  importance  for  maintaining  the  standard  of  the  soil  and, 
consequently,  of  the  cro])S  as  well.  The  supply  of  phosphoric  fer- 
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tilizers,  wliich  chiefly  come  from  Algiers  and  Tunis,  had  already 
been  reduced,  on  account  of  tonnage  difficulties  in  1915  and  in  1916. 
In  1917  it  amounted  only  to  20,()()(),()00  kilograms,  and  in  1918  to 
4()(),()()0,  as  against  174,500,000  in  1918.  On  the  other  hand,  potash 
fertilizers  and  nitrate  fertilizers  were  received  in  the  same  quantities 
as  before  the  War.  Rut  in  1918  such  imports  also  ceased,  and  only 
sujiplies  of  potash  fertilizer  were  received,  mainly  from  Germany, 
with  a quantity  of  Norwegian  nitrate  which,  as  mentioned  above, 
was  to  he  exchanged  for  grain. 

This  very  great  reduction  of  imports,  taken  with  the  diminution 
in  the  production  of  stable  manure  on  account  of  the  reduction  of 
the  stock  of  cattle,  caused  the  crops  of  these  years  to  diminish 
heavily.  Not  until  March,  1919,  did  the  supplies  again  become  so 
abundant  that  the  rationing  of  Chili  saltpeter  could  be  abandoned. 

jVnother  important  commodity  produced  by  the  farmer,  and  sub- 
jected to  regulating  measures  on  the  part  of  the  Government  was 
seeds,  an  embargo  being  imposed  and  maximum  prices  fixed  on  this 
commodity.  An  export  duty  w'as  also  imposed  and  collected,  the 
revenue  of  which  was  applied  to  the  regulation  of  the  price  on  the 
home  market. 

liate  in  the  s])ring  of  1919  the  stocks  of  seed  again  were  so  abun- 
dant that  in  IVIarch  the  maximum  prices  fixed  for  domestic  sales 
could  be  abolished,  and  in  July  the  embargo  was  discontinued. 

While,  as  mentioned,  the  supply  of  seed  during  the  first  years  of 
the  War  had  been  fairly  normal,  it  decreased  in  1917  and  1918  to 
about  half  the  quantity  inq:)orted  in  the  years  before  the  War, 
which  was  due,  inter  alia,  to  the  fact  that  the  Allies,  in  this  indirect 
manner,  wanted  to  reduce  the  supply  of  fodder  for  Danish  cattle. 
On  the  other  hand,  these  conditions  caused  the  demand  for  seed  to 
inci-ease  both  in  this  country  and  al)road,  and  in  Denmark  the  areas 
devoted  to  the  cultivation  of  seed  were  doubled,  indeed,  for  some 
kinds  of  seed,  so  much  extended  that  their  production  in  this  country 
was  sufficient  to  meet  the  world’s  requirements.  Roth  the  (juantity 
ex[)orted  and  prices  so  increased  that  the  value  of  the  total  export 
of  1918  amounted  to  nearly  kr.  40,0()0,()0(),  or  almost  ten  times  the 
amount  in  1918.  In  1919  the  increase  continued  so  far  as  quantity 
was  concerned ; but  the  value  of  the  seed  exported  decreased  to  kr. 
28,0()0,()0(). 

Thus,  exports  of  seed  became  a new  and  important  source  of 
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revenue,  while,  at  the  same  time,  the  requirements  of  the  Danish 
farmer  were  covered. 


Other  Industries. 

At  the  time  of  the  declaration  of  the  blockade  many  industrial 
concerns  were  holding  large  stocks;  and  during  the  months  of  1917 
that  elapsed  before  Great  Britain  canceled  the  trade  agreement,  no 
small  quantities  of  raw  materials  and  auxiliary  supplies  for  industry 
were  received  from  the  west,  despite  the  blockade.  As  a whole,  em- 
ployment conditions  of  1917  were,  therefore,  still  fairly  good.  For 
the  3^ear  taken  as  a whole,  Denmark’s  industries  had  an  unemploy- 
ment percentage  of  only  5.8,  as  against  4.1  in  1913.  (Cf.  the  fol- 
lowing figures:) 


Unemployment  Percentage,  1913-1920. 


1918 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

Tlie  building  trades 

12.7 

15.5 

15.2 

8.9 

13.1 

16.9 

14.1 

13.4 

Unskilled  labor 

9.8 

14.2 

10.9 

8.0 

13.9 

18.4 

12.6 

6.3 

IManufacturing,  etc. 

4.1 

5.2 

3.5 

2.3 

5.8 

18.1 

8.6 

4.3 

All  trades 

7.5 

9.9 

7.7 

4.9 

9.7 

18.1 

10.9 

6.1 

It  was  not  until  1918  that  the  full  effects  of  the  blockade  were 
felt,  and  unemployment,  in  spite  of  the  interchange  of  goods  with 
the  Central  Powers  and  with  Norway  and  Sweden,  reached  20  per 
cent  for  the  year  taken  as  a whole;  and  in  the  manufacturing  trades 
it  was  more  than  four  times  normal. 

In  1917  it  was  at  first  the  small  stocks  of  coal  that  aroused 
anxiety,  and  that,  in  many  places,  acted  as  an  impediment.  The  fuel 
(piestion,  then,  exercised  a great  influence,  particularly  on  the  two 
great  coal  consuming  industries,  the  manufacturing  of  paper  and 
cement. 

In  other  branches  of  industry  it  was,  however,  the  actual  raw 
materials  which  were  lacking.  The  supplies  for  the  margarine  fac- 
tories were  stopped  in  the  middle  of  1917 ; and  as  the}'  soon  con- 
sumed the  raw  materials  on  hand,  operations  were  suspended.  Also 
the  superphosphate  factories  had  to  shut  down  on  account  of  a lack 
of  raw  phosphate.  Unemployment  in  the  textile  industries  which,  in 
Al  )ril,  1917,  had  arisen  to  almost  10  per  cent  again,  decreased  (es- 
])ecially  on  account  of  the  joint  ])urchases  of  raw  cotton  made  by  the 
Association  of  Textile  IManufacturers)  to  2.7  per  cent  in  September. 
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Rut  in  December  it  again  rose  to  27  per  cent,  and  during  the  whole 
of  1918  it  was  upward  of  40  per  cent.  In  the  engineering  industries 
there  was  also  a considerable  scarcity  of  raw  materials,  which  could 
he  remedied  only  in  j)art  by  an  interchange  of  goods  with  the  Cen- 
tral Powers  and  Sweden. 

It  was  not  until  after  the  armistice  and  the  gradual  relaxing  of 
the  blockade  that  conditions  improved  steadily;  and  in  May,  1919, 
unemployment  had  been  brought  down  to  normal.  It  decreased  to 
about  one-half  of  normal  during  the  prosperous  times  in  the  follow- 
ing eighteen  months. 

Industrial  exports  for  1917  were  estimated  at  kr.  93,000,000  and 
in  1918  at  kr.  135,000,000,  as  against  kr.  60,000,000  in  1913.  In 
1917  the  index  number  for  industrial  shares  averaged  147,  and  in 
1918,  195.  Rut  the  uncertainty  with  regard  to  the  future  caused  the 
figure  to  decrease  from  163  in  1916  to  147  in  1917.  In  accordance 
therewith  the  suj)ply  of  capital  for  the  establishment  of  new'  com- 
})anies  and  the  extension  of  those  existing,  w'as  reduced  from  kr. 
70,000,000  in  1916  to  kr.  22,000,000  in  1917;  hut  in  1918  it  again 
rose  to  kr.  100,000,000. 

4^.  Prices;  Grants  to  Meet  the  High  Cost  of  Living;  and  Housing 

Legislation. 

Prices  and  Their  Regulation. 

In  the  course  of  1917  and  1918  prices  rose  still  higher.  In  the 
middle  of  1917  the  retail  price  index  number  had  reached  155,  and 
in  July,  1918,  182,  while  the  wholesale  price  index  numbers  were 
247  and  297,  respectively.  This  rise  had,  in  other  wmrds,  taken  place 
in  spite  of  the  maximum-price  system  and  the  subsidies  from  the 
Government,  and  also  desjiite  the  measures  taken  to  regulate  prices 
in  general,  especially  w'hen  the  Danish  market,  so  far  as  several  com- 
modities were  concerned,  had  been  cut  off  by  the  commencement  of 
the  blockade. 

F’irst,  as  regards  arrangements  for  the  general  regulation  of 
prices,  it  must  he  said  that  in  order  to  prevent  goods  from  being 
withdrawn  from  the  consumers  a prohibition  had  been  issued  as 
early  as  June  19,  1916,  against  withdrawing  from  the  home  market 
goods  on  which  an  eml)argo  w'as  imposed,  or  to  which  a restrictive 
clause  as  regards  their  further  sale  had  been  attached.  A corre- 


494 


DENMARK  IN  THE  GREAT  WAR 


spending  prohibition  with  regard  to  grain  and  fodders  had  been  in 
force  since  July  15,  1915. 

These  efforts  to  increase  the  marketing  of  goods,  and  thereby 
affect  their  prices,  were  supported  by  the  fact  that  trade  organiza- 
tions and  associations  were  directly  prohibited  from  increasing  the 
prices  of  foodstuffs  without  previously  reporting  such  increases  to 
the  Extraordinary  Royal  Commission.  But  when  the  blockade  com- 
menced, efforts  to  counteract  the  increase  of  prices  assumed  another 
and  more  decisive  form.  An  ordinance  issued  by  the  Home  Office  on 
February  1,  1917,  on  the  unseemly  exploiting  of  prevailing  condi- 
tions, provided  that  increases  of  goods  prices  hitherto  in  force — if 
brought  about  by  sales  and  resales — should  be  prohibited.  Thus  the 
ordinance  established  that  the  estimated  profit  before  February  1, 
1917 — later  interpreted  to  mean  the  percentage  profit — must  not 
be  increased  in  the  future.  And  in  order  to  prevent  consumers  from 
being  deprived  of  the  advantage  of  this  limitation  of  profits,  an  or- 
dinance issued  by  the  Home  Office  on  May  19,  1917  (the  “Chain- 
Transaction  Ordinance”),  j)rovided  that  goods  must  not  be  made 
more  expensive  by  trade  profits,  accruing  on  sales  from  manufac- 
turer to  manufacturer,  from  importer  to  importer,  from  wholesale 
dealer  to  wholesale  dealer,  from  retailer  to  retailer,  or  by  other 
similar  transactions  between  like  links  in  the  regular  chain  of  com- 
modity circulation.  Nor  was  any  increase  in  the  price  to  be  caused 
by  transactions  whereby  goods  were  transferred  in  the  opposite 
direction  in  the  said  chain  of  circulation.  In  concurrence  with  these 
two  ordinances,  which  caused  a great  stir  among  traders,  a number 
of  other  provisions  were  issued  aiming  to  compel  people  to  comply 
with  the  maximum-price  laws  and  prevent  any  exploiting  of  the 
buyer  who,  during  the  years  in  question,  was  more  than  ever  the 
weaker  party. 


High  Cost  of  Living  Legislation. 

Second,  and  regarding  another  of  the  above-mentioned  devices  for 
kec])ing  down  })rices,  namely,  grants  to  the  poor  to  lessen  the  high 
cost  of  living,  we  mav  sav,  continuing  the  observations  in  the  fore- 
going cha])ter,  that  the  “High  Cost  of  I^iving  Act”  of  1916,  which 
cx])ired  on  June  JO,  1918,  was  prolonged  by  an  act  of  July  13, 
1918,  wliich  was  to  remain  in  force  up  to  March  31,  1919.  In  Section 
One  of  the  new  Act  provisions  were  made  for  the  price  reductions  un- 


FROM  FEBRUxVRY,  1917,  TO  THE  ARMISTICE  495 


dcrtfiken  by  the  Government  in  the  matter  of  the  ration  of  rye  bread 
(10  ore  per  4 kilograms),  of  butter  (20  ore),  of  j)ork  or  a corre- 
sponding quantity  of  other  meat  (40  ore),  and  12  ore  per  kilogram 
for  every  1)  kilograms  of  groats  (or  possibly  rye  bread),  all  such 
reductions  to  hold  good  from  September  1,  1918,  to  IMarch  31,  1919, 
so  that  the  })rices  fixed  by  the  special  “Foodstuffs  Acts”  for  these 
commodities  were  further  reduced  by  the  amounts  given  above.  By 
Section  'bhree  of  the  xVct  the  local  councils  were  further  empowered 
to  give  all  people  in  difficult  circumstances  such  food,  fuel,  light,  and 
clothing  as  was  most  urgently  needed,  without  payment,  or  at  re- 
duced j)rices ; or  to  make  direct  grants  in  money,  to  the  extent  of 
kr.  9 })cr  citizen  of  the  local  district  concerned,  from  July  1,  1918, 
to  March  31,  1919 — the  Treasury  to  make  good  two-thirds  of  this 
amount.  The  ])rovisions  of  an  act  ])crtaining  to  the  imposition  of 
additional  rates  to  cover  the  expenses  of  the  local  districts  caused 
by  the  act,  corresponded  in  all  essentials  to  the  provisions  contained 
in  the  former  high  cost  of  living  acts. 

Out  of  these  additional  rates  the  local  district  councils  were  also 
empowered  to  cover  the  expenses  incidental  to  an  increase  in  the  old- 
age  ])ensions  and  grants  in  aid  to  the  members  of  recognized  sick- 
benefit  clubs,  and  also  their  share  in  the  cost  of  supporting  the  fami- 
lies of  persons  who  had  been  called  iq)  for  military  service. 

Unemployment. 

But  the  High  Cost  of  Living  Act  also  rendered  assistance  to  a 
large  and  important  group  of  necessitous  persons,  namely,  the  un- 
employed. The  Act  of  October  2,  1914  (later  extended  for  the  fiscal 
years  1914-1915  and  1915-1916),  had  already  facilitated  the  aid 
rendered  by  the  local  districts  to  persons  who  for  unwonted  reasons 
were  unem])loyed,  by  ])roviding  that  the  Treasury  should  make  good 
one-half  of  the  grants  in  aid  which  had  been  paid  to  such  unem- 
ployed persons  through  the  Aid  Funds.  By  the  high  cost  of  living 
legislation  of  1915  these  grants  in  aid  were  included  in  the  High 
Cost  of  Living  xVet,  as  this  Act  makes  mention  of  “additions  to  the 
current  grants  in  aid  of  recognized  unemployment  funds” ; and  thus 
the  incidental  expenses  were  from  then  on  covered  in  accordance  with 
the  s})ecial  provisions  of  the  High  Cost  of  laving  xVet. 

x\s,  however,  in  the  course  of  1917  the  unemployment  question 
became  more  pressing,  these  grants  in  aid  were  transferred  to  the 
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unemplo^^ment  funds  while,  at  the  same  time,  a number  of  regula- 
tions were  issued,  aiming  at  facilitating  the  access  to  aid  from  the 
unemployment  funds ; and,  at  the  same  time,  an  extraordinary  sub- 
sidy of  kr.  1,000,000  was  granted  by  the  Treasury. 

Rut  unemployment  was  increasing  to  a very  great  extent,  as,  at 
the  beginning  of  October,  1917,  its  ranks  numbered  about  10,000. 
At  the  New  Year  the  figure  reached  40,000.  And  in  January,  1918, 
the  number  was  further  increased.  This,  of  course,  gave  rise  to  no 
slight  unrest,  to  demonstrations  which,  however,  were  of  peaceful 
nature,  and  also  applications  to  the  Government,  to  Parliament,  etc. 
This  brought  about  further  concessions  and  large  subsidies  to  the 
unemployment  funds. 

It  must  finally  be  said  that  when  the  cutting  off  of  petroleum  sup- 
plies and  other  difficulties  for  the  fisheries  brought  about  great  un- 
employment among  the  fishermen,  in  their  case  a dole  was  granted 
the  unemployed  and  the  needy  of  kr.  110  per  month  for  supporters 
of  families,  and  kr.  60  for  single  men. 

Housing  Conditions. 

As  mentioned  in  the  preceding  chapter,  the  difficulty  of  procuring 
the  necessary  housing  accommodations,  and  the  increasing  rents  in- 
duced the  Government  to  intervene  in  various  ways.  The  arrange- 
ments made  provided,  in  part,  for  a regulation  of  rents  in  the  case 
of  existing  dwelling  houses  and  business  premises,  and,  in  part,  for 
Government  aid  toward  providing  new  apartments. 

An  effort  was  made  to  attain  the  first  object — rent  regulation — 
by  the  ajipointment  of  rent  committees,  which  were  to  sanction  in- 
creases in  rents,  notices  to  quit,  etc.  The  scope  and  powers  of  these 
committees  were  gradually  extended  by  acts  frequently  changed, 
and  in  1918  their  scope  was  increased  so  greatly  that  the  legislation 
included  provisions  covering  the  subletting  of  single  rooms,  and  the 
lettin<i  of  furnished  rooms. 

In  order  to  prevent  a decrease  in  the  number  of  old  fiats  a prohibi- 
tion was  simultaneously  issued  against  the  demolition  of  buildings 
containing  flats;  and  tenants,  regardless  of  the  provisions  of  their 
leases,  were  permitted  to  sublet  in  order  to  utilize  the  existing  accom- 
modations to  the  utmost. 

Ry  the  Housing  Act  of  duly  80,  1918,  house  owners  were  given  a 
compensation  for  the  rise  in  prices  corresj)onding  to  10  per  cent  of 
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normal  rents  on  August  1,  1914,  in  the  part  of  the  town  in  ques- 
tion, so  that,  practically  speaking,  the  owner  was  entitled  to  this  10 
per  cent  addition,  no  matter  whether  repairs  or  improvements  had 
been  effected  or  not.  Later  on  this  increase  in  rent  was  made  greater, 
so  that  the  rent  committee  was  to  sanction  an  increase  of  not  less 
than  20  ]>er  cent  of  the  normal  rent  of  1914,  if  the  owner  was  re- 
quired to  keep  the  flat  concerned  in  repair  and  such  repairs  had  been 
carried  out  satisfactorily;  and  15  per  cent  if  the  tenant  had  to  keep 
the  flat  in  rejiair.  After  1921  (Act  of  April  1,  1921)  the  winding  up 
of  the  housing  legislation  began,  inter  alia,  with  the  provision 
that  the  two  above-mentioned  percentages  of  20  and  15  per  cent, 
respectively,  which  were  to  be  sanctioned  by  the  committee,  were  in- 
ci’eased  to  30  and  20,  respectively ; and  that  an  owner  was  entitled 
to  obtain  as  much  as  30  per  cent  more  than  the  actual  rent — ^though 
not  the  normal  rent — of  1914  without  the  sanction  of  the  committee 
if  he  was  required  to  keep  the  flat  concerned  in  repair,  and  such  re- 
pairs had  been  carried  out.  That  the  winding  up  of  the  housing 
legislation  had  thus  begun  also  appeared  from  the  fact  that  the 
owner’s  control  of  the  use  of  his  flats  was  extended,  in  so  far  as  no- 
tices to  quit  served  on  disorderly  tenants  had  to  be  approved  by  the 
committee  without  reservations,  and  in  the  fact  that  houses,  the 
erection  of  which  had  been  commenced  after  April  1,  1921,  were  not 
to  be  included  in  the  housing  legislation.  Otherwise  the  Act  not  only 
afi'ordcd  the  tenants  and  the  subtenants  a protection  against  in- 
creases in  rent  and  notices  to  quit,  but  it  also  contained  provisions 
aiming  at  a utilization  of  the  number  of  existing  flats  by  compulsory 
letting  of  those  vacant,  etc. 

The  above-mentioned  provisions  were  further  relaxed  by  a new 
act  of  May  1,  1922,  which  meant  a signal  step  toward  normal  con- 
ditions. It  must  thus  be  said  that  agreements  between  owners  and 
tenants  regarding  increases  in  rent  under  existing  leases  were  now 
valid  without  the  sanction  of  the  rent  committee.  The  above- 
mentioned  percentages  of  addition  to  the  rents  of  1914,  which  the 
committee  was  bound  to  sanction,  were  increased  to  35  and  25  per 
cent,  respectively,  just  as  owners  were  entitled  to  claim  full  com- 
})cnsation  for  such  increases  in  taxes  on  real  jn-operty  as  were 
caused  by  the  increases  which  had  taken  place  since  1914,  and  which 
might  later  occur  in  these  taxes.  Thereafter  the  winding  up  was  con- 
tinued until  the  Act  of  May  1,  1923,  abolished  all  rent  committees 
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as  from  June  1,  1924.  This  act,  however,  permitted  the  municipal 
councils  to  make  provisions  as  regards  increases  in  rent  and  notices 
to  cjuit  for  one  year.  In  order  that  the  tenant  should  not  be  quite 
without  protection  the  courts  might  set  aside  leases  in  case  the  own- 
ers, by  such  leases,  had  obtained  or  secured  advantages  which  were 
obviously  out  of  proportion  to  the  return. 

The  Act  of  June  4,  1924,  extended  the  powers  of  the  local  councils 
to  make  certain  transitional  provisions  for  another  year,  and  by  an 
act  of  April  1,  1925,  the  provisions  regarding  rent  committees  were 
further  extended  in  the  case  of  Co])enhagen.  The  Act  also  made  it 
j)ossible  to  j)revent  removals  from  other  local  districts  while  the  pro- 
hibition against  the  demolition  or  rebuilding  of  dwelling  houses,  and 
the  power  to  comj)el  the  letting  of  vacant  flats,  etc.,  were  maintained. 
J’hese  })rovisions  were  to  be  valid  up  to  April  30,  1931.  In  local  dis- 
tricts outside  Copenhagen  the  local  councils  could — up  to  May  1, 
1927 — make  provisions  against  demolition,  etc.,  in  the  same  manner 
as  in  the  capital.  Finally,  protection  against  exorbitant  increases  in 
rents  (“rent  usury”)  was  maintained;  and  the  local  councils  which 
had  hitherto  issued  regulations  })rohibiting  increases  in  rents  and 
notices  to  quit  could  continue  to  do  so  up  to  May  1,  1927. 

^Vssistance  in  the  Ruilding;  of  Dwellino;  Houses. 

As  already  stated,  the  above-mentioned  arrangements  were  accom- 
])anied  by  other  ])rovisions  designed  to  facilitate  the  building  of  new 
bouses  b}’  means  of  subsidies  from  tlie  Treasury. 

'riius  tlie  Home  Office  miglit  permit  certain  reductions  of  the 
municipal  ])ro])crty  rates  for  as  much  as  ten  years  for  dwelling 
liouses  erected  after  June  1,  1916.  The  life  of  this  act  was  prolonged 
several  times,  the  last  time  by  an  act  of  IMarch  31,  1926. 

Further,  an  act  of  IMarch  31,  1917,  enq)owercd  the  Minister  of 
I'inance  to  grant  to  building  associations  loans  from  the  Treasury 
loan  funds  of  kr.  1,00(),()()()  for  the  fiscal  years  1917-1918  and 
1918-1919.  (The  amount  was  later  increasecl  to  kr.  3,500,000  for 
the  two  years.  I'or  the  year  from  June,  1919,  to  June,  1920,  an  act 
of  flunc  3,  1919,  fixed  the  amount  at  kr.  f2.000,000,  which  was  later 
increased  to  kr.  4,000,000.)  Rv  an  act  of  IMarch  31,  1917,  quite  a 
new  principle  was  introduced,  kr.  5,000,000  being  ])laccd  at  the  dis- 
posal of  the  Minister  of  Finance  to  be  used  as  loans  to  the  munici- 
paliiies  which  were  building,  or  assisting  in  the  building  of  dwelling 
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liouscs  for  the  poor,  or  which  had  granted  loans  for  such  building 
operations ; and  later  kr.  25, ()()(), 000  was  })laced  at  the  disposal  of 
the  local  councils. 

'rills  Ico-islation  was  further  extended  in  so  far  as  the  (lovern- 

O 

inent,  pursuant  to  an  act  of  February  5,  1918,  for  the  purpose  of 
reducing  uneniployinent,  granted  subsidies  to  local  councils  which 
were  desirous  of  taking  up  loans  in  order  to  undertake  relief  works 
(both  the  building  of  dwelling  houses  and  other  works).  'The  subsidy 
was  ]iaid  as  an  aid  to  the  payment  of  interest  on  such  loans,  in  such 
a manner  that  the  local  councils  received  a semi-annual  remuneration 
of  as  much  as  % per  cent  of  the  original  amount  of  the  loan  for 
eight  years,  and  1^/4  per  cent  if  the  loan  was  used  for  the  erection  of 
added  housing  for  the  needy  part  of  the  population.  Subsidies  could 
also  be  granted  to  building  societies  and,  later  on,  also  to  private 
individuals  who  were  erecting  dwelling  houses  for  the  poor,  to  this 
extent  that  the  subsidy  covered  the  payment  of  interest  and  install- 
ments of  not  more  than  10  per  cent  of  the  official  valuation  of  the 
building.  'These  subsidies  were  later  increased  to  15  and  20  per  cent. 
'The  necessary  capital  was  procui’ed ; by  means  of  the  “Provisional 
^Municipal  Loan  Institution  of  1914,”  established  by  an  act  of 
IMarch  12,  1915,  to  the  effect  that  the  financial  institutions  of  the 
country  should  j)lace  an  amount  corresponding  to  % per  cent  of 
their  balance  at  the  disposal  of  the  Loan  Institution,  whereby  a total 
of  about  kr.  30,000,000  was  procured,  and  the  Loan  Institution  also 
disbursed  the  subsidy.  By  a new  act  of  November  1,  1918,  the  sub- 
sidy for  the  payment  of  interest  was  increased  from  % to  1 14  pci’ 
cent,  to  1 and  li/o  per  cent,  respectively.  By  an  act  of  December  22, 
1920,  the  Government’s  powers  to  grant  aid  for  the  relief  of  unem- 
ployment were  renewed,  as  according  to  this  act  subsidies  could  bo 
granted  toward  the  payment  of  interest  on  loans  advanced  by  local 
councils  for  the  ])urj)ose  of  executing  extensive  works  for  the  relief 
of  unem})loynicnt.  'The  subsidy  amounted  to  not  more  than  2 per 
cent  of  the  original  amount  of  the  loan,  and  was  paid  semi-annually 
for  ten  years.  Furthermore,  the  act  empowered  the  Home  Secretary 
to  guarantee  loans  taken  up  by  the  local  districts  for  the  purposes 
dealt  with  in  the  act,  up  to  an  aggregate  amount  of  kr.  70,()()0,00(). 

'The  amounts  paid  by  the  Treasury  for  these  subsidies  may  be  esti- 
mated at  about  kr.  1()(),()()(),()0(),  and  if  we  estimate  the  average  sub- 
sidy at  about  15  ])er  cent  of  the  value  of  the  building,  the  Govern- 
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inent  thus  assisted  in  the  execution  of  building  operations  to  the 
amount  of  about  kr.  600,000,000. 

Wlien  these  acts  had  expired  no  laws  w'ere  in  force  authorizing 
financial  support  by  the  Government  for  building  operations.  The 
need  of  such  legislation,  however,  was  felt,  and  by  an  act  of  Decem- 
ber 23,  1922,  regarding  the  government  dwelling-house  fund,  an 
arrangement  was  made  according  to  which  the  controllers  of  this 
fund,  through  the  Kongeriget  Danmarks  Hypotekbank  (The  Mort- 
gage Credit  Bank  of  the  Kingdom  of  Denmark),  issued  bonds 
bearing  interest  at  the  rate  of  5 per  cent  and  corresponding  to  the 
nominal  value  of  the  mortgages  received  in  consideration  of  the 
loans.  The  Government  guaranteed  the  bonds ; it  was,  however,  pro- 
vided that  one-half  of  any  possible  loss  should  be  paid  by  the  local 
district  in  which  the  property  concerned  was  situate.  Through  the 
government  dwelling-house  fund  an  amount  of  kr.  117,000,000  was 
loaned  up  to  October,  1927. 

If  we  consider  the  housing  legislation  as  a whole  there  can  be  no 
doubt  that  both  the  regulation  of  house  rents  and  the  subsidies  to 
building  operations  materially  assisted  in  solving  a great  housing 
problem,  and  as  the  scarcity  of  building  materials  impeded  building 
operations,  no  great  damage  was  probabl}’^  caused  by  the  fact  that 
the  ])rice  level  was  maintained,  and  building  operations  were,  there- 
fore, hampered.  But,  on  the  other  hand,  this  legislation  doubtless 
caused  normal  building  operations  to  be  delayed  when  the  War  had 
ceased  and  building  materials,  etc.,  again  could  be  procured. 

As  regards  building  materials,  it  can  be  said  that  maximum  prices 
were  fixed  for  the  most  im})ortant ; but,  of  course,  it  was  impossible 
to  prevent  a scarcity  occurring,  e.g.,  of  cement,  the  production  of 
which  was  stopped  because  of  the  lack  of  coal.  Consequent!}",  it  was 
subjected  to  rationing  which,  however,  could  be  essentially  relaxed 
in  May,  1918. 


5.  Monetary  Conditions. 

The  Stock  Exchange. 

When,  on  February  1,  1917,  the  blockade  came  into  force,  the 
Stock  Exchange  was  again  closed  for  securities  carrying  interest 
until  February  12,  whereas  it  was  permitted  after  February  19  to 
deal  in  shares  after  exchange  hours.  In  the  first  half  of  March  the 
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outward  forms  of  excliange  (quotation  conditions,  etc.)  had  resumed 
their  normal  course. 

The  decline  in  the  value  of  securities  which  had  occurred  since 
August-Septemher,  1916,  had  been  made  decidedly  greater  after  the 
commencement  of  the  blockade. 

While  the  rate  level  of  securities  for  the  year  1917,  as  a whole, 
was  not  higher  than  that  of  1916,  the  increasing  abundance  of 
money  and  the  steadily  decreasing  possibilities  of  making  invest- 
ments through  normal  transactions  caused  the  prices  of  1918  to  rise 
still  higher  and  to  culminate  in  September.  But  Austria’s  offer  of 
])eace  in  mid  Se])tember,  and  Germany’s  subsequent  offer  of  peace 
in  October,  with  the  revolution  in  November,  brought  about  a heavy 
slumj)  in  j)rices.  It  soon  appeared,  however,  that  it  was  a long  way 
from  armistice  to  peace,  that  the  blockade  was  to  he  raised  only 
gradually,  and  that  a great  increase  in  transportation  could  easily 
use  all  the  available  tonnage,  so  that  the  carrying  trade  was  still 
able  to  earn  good  profits.  Indeed,  this  was  the  case  because  of  the 
fact  that  according  to  the  trade  agreement  with  the  United  States 
of  September,  1918,  we  had  placed  such  a large  proportion  of  our 
tonnage  at  the  disposal  of  the  Allies  at  fixed  rates.  Besides,  the 
world’s  general  price  level,  which  had  dropped  for  a short  time  im- 
mediately after  the  armistice,  commenced  to  rise  with  unprecedented 
violence,  which,  of  course,  was  beneficial  to  many  concerns.  These 
conditions  had  the  effect  that  prices  from  December,  1918,  as  a 
whole,  did  not  drop  further,  but  on  the  contrary  increased  slightly 
until  the  middle  of  the  year  1919. 

In  accord  with  the  above-mentioned  shiftings  of  the  price  level  the 
j)uhlic  offerings  of  stocks  and  bonds  show  a reduction,  in  round 
numbers,  from  kr.  105,000,000  in  1916  to  kr.  85,000,000  in  1917; 
hut  thereafter  the  figure  rises  to  kr.  250,000,000  in  1918,  and  again 
recedes  to  kr.  190,000,000  in  1919. 

The  Balance  of  Trade. 

If  we  examine  the  movements  of  the  balance  of  trade  for  the  two 
years  1917  and  1918  it  will  appear  that  the  gross  freights  income 
exceeded  the  excess  imports  by  about  kr.  800,000,000.  If  to  this  we 
add  the  profits  of  commerce  and  insurance  transactions  abroad — - 
some  kr.  300,000,000 — and  the  flight  of  ca])ital  from  the  belliger- 
ent nations — about  kr.  50,000,000 — the  sum  will  amount  to  kr. 
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1,150,000,000,  of  which  about  kr.  50,000,000  probably  went  as  in- 
terest ])aynients  due  foreign  countries,  kr.  350,000,000  for  the  ])ur- 
chase  of  hunker  coal  for  vessels  eni])loyed  in  foreign  trade,  and  a 
further  kr.  335,000,000  rea]ipeared  as  an  aggregate  increase  of  for- 
eign debts  to  the  Danish  hanks  (some  kr.  170,000,000  of  this 
amount  being  for  loans  granted  directly  to  foreign  countries)  ; and 
kr.  ^200,000,000-300,000,000  must  probably  have  been  devoted  to 
the  jmrchase  of  foreign  moneys  outside  the  banks.  The  balance 
should  then  amount  to  about  kr.  200,000,000  which,  together  with 
kr.  70,000,000  appearing  from  a calculation  similar  to  that  made 
for  the  first  years  of  the  War,  may  have  been  a})plied  to  advance 
})ayments  for  goods  ordered,  etc. 

Rates  of  Exchange. 

On  account  of  this  abundance  of  foreign  media  of  payment  the 
rates  of  exchange  of  foreign  moneys  were  still  ruling  comparatively 
low,  and  so  far  as  sterling  is  concerned,  it  reached  its  lowest  rate  on 
November  2,  1917 — kr.  13.00^ — with  the  dollar  at  kr.  2.80.  Like  the 
value  of  stocks,  these  rates  again  rose  in  anticipation  of  the  effects 
of  the  impending  peace  between  Russia  and  the  Central  Powers,  and 
on  .January  1,  1918,  they  reached  about  15. -10  and  3.25,  respec- 
tively. Apart  from  slight  fluctuations  this  level  was  maintained  until 
Se])tember,  when  the  Austrian  offer  of  })eace  indicated  that  the  War 
was  drawing  to  a close.  Then,  again,  they  rose,  as  it  was  expected 
that  it  would  again  be  possible  to  purchase  goods  abroad;  and  in 
January,  1919,  they  rose  above  their  former  gold-par  value. 

The  p]xtension  of  Credits. 

J'he  aggregate  advances  of  the  ])rivate  banks,  which  at  the  end  of 
19K)  had  amounted  to  about  kr.  1, ()()(),()()(),()()(),  had  almost  reached 
kr.  1,900,000,000  at  the  end  of  1917 ; and  in  the  course  of  1918 
they  amounted  to  kr.  2,800,000,000.  At  the  same  time  the  note  cir- 
cidation  of  the  National  Rank  had  increased  by  kr.  105,000,000  on 
account  of  loans  to  the  Government,  and  so  far  as  about  kr.  4;0,000,- 
000  of  this  amount  was  concerned,  on  account  of  the  purchase  of 
foreign  money. 

'I'lie  loans  to  foreign  countries  which,  as  j)reviously  mentioned, 
were  princi})allv  due  to  the  trade  agreements,  concluded  with  the 


FROM  FERRUAKY,  1917,  TO  THE  ARMISTICE 


503 


Central  Powers,  in  1917  amounted  to  kr.  13(),00(),0()0  and  in  191H 
to  kr.  99, 000, 000,  respectively,  while  the  private  banks  took  the 
balance. 

d'he  low  rates  of  exchange  on  foreign  money  also  had  the  effect 
that  the  Royal  Ordinance  which  granted  the  National  Rank  dis- 
])ensation  from  its  obligation  to  redeem  its  notes  in  gold,  was  not 
renewed  on  its  expiration  on  April  90,  1917  (although  the  act  which 
made  it  })ossihle  to  issue  the  Ordinance  remained  in  force)  ; and  the 
notes  of  the  Rank  which,  since  March,  1916,  virtually  had  been  re- 
deemable, now  became  so  legally,  until  this  provision  came  into  force 
again  by  a Royal  Ordinance  dated  Jvdy  90,  1919.  The  Rank’s  obli- 
gation to  ])urchase  gold  at  the  price  provided  for  in  the  Currency 
Act,  however,  and  the  free  right  of  coinage  remained  suspended 
throughout. 

Finally,  it  must  be  mentioned  that  the  National  Rank  had  again 
been  authorized  to  issue  one-krone  notes ; and  an  addendum  to  the 
Monetary  Union  agreement  of  February  522,  1912,  opened  a possi- 
bility for  the  replacement  of  copper  by  iron  coins;  also,  by  an  act 
of  May  91,  1918,  the  melting  down  of  iron  coins  was  prohibited. 


CHAPTER  V 

THE  YEARS  AFTER  THE  WAR 


1.  Foreign  Relations. 

The  Economic  Situation  at  the  Conclusion  of  the  Armistice. 

At  tlie  beginning  of  November,  1918,  the  military  resistance  of  the 
Central  Powers  broke  down,  and  on  November  11  the  armistice  was 
signed.  Rut  the  blockade  against  the  Central  Powers  was  main- 
tained, and  the  same  apjjlied  to  Denmark’s  trade  agreements  with  the 
Allies;  thus,  for  instance,  the  embargoes  were  maintained  because 
of  the  obligations  imposed  by  the  agreements ; which,  inter  alia,  made 
it  difficult  to  convert  into  money  the  goods  which  had  been  purchased 
for  reexportation  with  the  end  of  the  War  in  view.  At  the  same  time 
the  Allies  ])ut  their  large  supplies  of  goods  on  the  market;  and  in 
the  United  States  there  was  some  talk  of  using  Copenhagen  as  “an 
emporium  for  the  Baltic” ; this  caused  heavy  demands  for  credit 
from  the  banks,  in  order  that  this  supposedly  favorable  opportunity 
of  making  a great  commercial  advance  should  not  be  lost.  The  lend- 
ing activities  of  the  banks  were  fui’ther  accelerated  by  the  fact  that 
the  world  price  level  which  had  culminated  in  November,  1918,  at  237 
(The  Economisfs  ])rice-index  number  for  July,  1914,  being  100), 
and  which,  during  the  months  following,  had  decreased  by  about  10 
])er  cent  uj)  to  March,  1919,  now  commenced  to  rise  again  at  an  in- 
creasing rate,  until  in  Marcli,  1920,  it  readied  its  climax  with  325. 

To  the  demands  which,  for  the  reasons  enumerated  above,  had 
been  made  on  tlie  hanks,  were  now  added  the  multifarious  expenses 
incidental  to  the  recovery  of  the  Sleswig  provinces.  Not  only  had 
the  (lovernment  to  ])rocure  tlie  necessary  funds  through  large  loans 
and  l)y  drawing  on  tlie  National  Bank,  but  the  Danish  financial  in- 
stitutions also  directly  aided  the  Sleswig  industries  which  were  in  a 
state  of  great  distress  after  the  stagnation  of  the  years  of  war,  and 
on  account  of  the  slump  in  the  value  of  the  German  mark. 

Consequently,  the  rise  in  prices  on  the  world  market  was  intensi- 
fied in  this  country;  and  in  January,  1919,  the  rates  of  exchange 
of  foreign  moneys  rose  above  the  old  gold-par  value,  both  on  account 
of  the  extension  of  credits  in  Denmark  and  on  account  of  the  fact 
that  tlie  financial  breakdown  of  Central  Europe  caused  Germany’s 
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demand — especially  for  our  agricultural  produce- — to  cease.  At  the 
same  time  Great  Britain  maintained  control  of  the  supplies  of  food- 
stuffs, and  dictated  both  tlie  quantity  and  the  price  of  the  foodstuffs 
bought  from  this  country.  As  similar  conditions  prevailed  with  re- 
gard to  coal,  the  price  of  whicli  increased  very  considerably,  we  were 
compelled  to  purchase  at  high  prices  and  to  sell  cheaply ; and,  also 
for  this  reason,  the  balance  of  trade  with  foreign  countries  was  upset. 

The  Winding  Up  of  the  Commercial  Agreements. 

The  American  agreement  of  September  18,  1918,  came  into  force 
on  October  S ; and  Great  Britain  stated  that,  from  the  same  date, 
she  considered  the  Anglo-Danish  agreement  to  have  come  into  force 
again.  It  was  mentioned  in  the  preceding  chapter  that  the  mode  of 
procedure  used  by  the  Allies  in  connection  with  the  issue  of  licenses 
in  accordance  with  the  agreements  was  exceedingly  complicated,  and 
that  during  the  first  months  of  the  coming  into  force  of  the  agree- 
ments the  issue  of  licenses  took  place  to  a limited  extent  only. 

Conditions,  however,  gradually  improved.  Thus,  at  the  end  of 
December,  we  obtained  a material  alleviation.  From  then  on  export 
licenses  were  issued  in  a very  few  days  after  the  application  had  been 
received  by  the  War  Trade  Board.  In  order  to  bring  about  a quicker 
winding  up  of  the  whole  trade  agreement  system,  and  especially  to 
obtain  increased  supplies  for  the  farmers,  a delegation  again  visited 
Great  Britain  in  the  first  days  of  January,  1919.  The  delegation 
obtained,  first,  supplies  of  fodder  cake  and  fertilizers  and,  second, 
a dispensation  from  our  obligation  to  deliver  the  100,000  tons  of 
grain  to  Norway  in  return  for  the  quantity  of  nitrate  allowed  us  by 
the  American  agreement  and,  finally,  the  promise  of  a supply  of 
corn.  The  representative  of  our  industries  secured  the  abrogation 
of  the  additional  clauses,  and  an  increase  in  or  a suspension  of  the 
rationing  system,  as  regards  a number  of  commodities.  Also  a prom- 
ise that  the  visa  of  the  declarations  of  guarantee  for  goods  inter- 
changed between  the  Scandinavian  countries  should  lapse,  which 
was  of  vital  inq)ortance  to  the  inter-Scandinavian  interchange  of 
goods.  But  soon  afterward  the  whole  rationing  and  blacklisting 
system  was  suspended ; and  on  the  return  to  a free  interchange  of 
goods  the  s])ecial  Scandinavian  interchange  of  goods  which  had  been 
so  useful  to  the  three  countries,  lapsed  of  itself. 

Furthermore,  the  Minister  of  Justice  had,  on  December  21,  1918, 
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and  on  February  1,  1919,  granted  general  dispensations  from  the 
embargoes  on  exports  to  the  Scandinavian  countries,  always  pro- 
vided that  such  exports  did  not  constitute  a contravention  of  the 
agreements.  Rut  when  the  governments  of  the  Allies  released  a num- 
ber of  commodities,  so  that  the  two  organizations  could,  on  March 
24,  issue  a “List  of  Free  Goods,”  pursuant  to  which  not  only  were 
the  im})orts  to  this  country  of  the  goods  concerned  exempted  from 
rationing  hut  the  restrictive  clauses  hitherto  in  force  were  also  re- 
scinded, the  IMinister  of  Justice  was  able  to  discontinue  the  embar- 
goes on  such  goods.  A short  time  afterward  the  entire  import  ration- 
ing and  blacklisting  system  was  abolished;  and  after  June  10  the 
individual  declarations  of  guarantee  lajjsed.  On  the  same  date  the 
Danish  (iovernment  assumed  the  obligations  of  the  two  organiza- 
tions with  regard  to  declarations  previously  given.  On  July  9 an 
arrangement  was  made  with  the  governments  of  the  Allies,  accord- 
ing to  which  the  trade  agreements  entered  into  with  these  govern- 
ments were  to  cease  as  from  the  date  of  the  ratification  of  the  peace 
with  Germany.  This  ratification  took  place  on  January  10,  1920. 
Rut  in  practice  the  agreements  were  virtually  suspended  from  July 
9,  1919;  on  July  29  the  embargoes  on  horses,  cattle,  meat,  and 
tinned  goods  were  discontinued ; and  on  August  6 large  quantities  of 
goods  were  released  for  export.  It  was  of  special  importance  that 
the  free  port  of  Copenhagen  was  again  made  an  extra-territorial 
domain,  which  meant  that  goods  subsequently  arriving  at  the  free 
])ort  were  not  included  in  the  existing  embargoes;  and  from  March 
23,  1921,  the  embargoes  were  discontinued  as  regards  all  goods 
which  had  arrived  at  the  free  port  directly  from  abroad,  regardless 
of  the  time  of  arrival. 

J'he  li(]uidafion  steadily  ])roceeded,  so  that  the  list  of  embargoes 
in  force,  issued  by  the  Ministry  of  Justice,  which  on  January  2, 
1919,  had  contained  the  greate.st  number  in  the  whole  period  of  the 
War,  namely  199  serial  numbers,  comprised  only  78  serial  numbers 
on  December  1,  1919,  and  40  on  October  20,  1920. 

Wliile  thus  the  re.strictions  upon  the  interchange  of  goods  with 
foreign  countries,  imposed  by  the  agreements  with  the  Allies,  were 
removed  in  the  cour.se  of  nine  months,  the  restrictions  imposed  by 
Germany  la])sed  immediately  upon  the  conclusion  of  the  armistice. 
J’he  Committee  of  the  Merchants’  Guild  and  the  Chamber  of  IManu- 
faefurers  could,  fherefore,  state  on  November  22,  1918,  that  all 
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restrictive  clauses  previously  imposed  by  Germany  had  been  abol- 
ished. Rut  in  December  new  difficulties  set  in,  because  of  the  fact 
that  after  the  conclusion  of  the  armistice  the  Allies,  who  were  still 
maintaining  the  blockade  of  Germany,  could  enter  the  Baltic  Sea 
and  blockade  the  German  coast,  d'his  prevented  the  export  of  coal 
to  Denmark,  which  had  taken  place  principally  by  means  of  Ger- 
man vessels.  What  was  still  worse,  the  demand  on  the  })art  of  the 
All  ies  that  Germany  must  not  reduce  her  supply  of  foreign  moneys 
below  a certain  amount  brought  about  the  result  that  after  )ril, 
1919,  our  agricultural  exports  southward  were  drastically  dimin- 
ished. And — due  to  Germany’s  failing  capacity  to  pay — they  did 
not  recover  during  the  years  that  followed,  a thing  which  was  very 
detrimental  to  our  financial  position. 

The  Ending  of  the  Shipping  Agreements. 

As  the  Danish-American  agreement  had  bound  us  to  place  more 
than  half  our  fleet  at  the  dis])osal  of  the  Allies,  the  Shipping  Commit- 
tee took  charge  of  the  remaining  tonnage,  and  no  chartering  could 
take  place  except  with  the  sanction  of  that  committee.  Furthermore, 
the  Committee,  in  conformitv  with  the  Home  Office,  put  maximum 
freight  rates  on  a number  of  important  commodities ; and  on  Novem- 
ber 21,  1918,  a list  of  these  rates  was  published  under  the  authority 
of  the  committee.  But  soon  the  armistice  also  reacted  in  this  field. 
In  Februaiw,  1919,  the  United  States  waived  its  rights  to  charter 
Danish  tonnage  as  provided  in  the  trade  agreement;  and  when  the 
shipowners  had  their  ships  released,  they  brought  great  })ressure 
to  Ijear  on  the  Government  to  induce  it  to  abolish  the  rinlit  o-iven  to 
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the  Shi[)ping  Committee  to  charter  ships,  and  likewise  to  abolish 
maximum  rates.  In  consequence  thereof  an  agreement  was  made  be- 
tween the  Government  and  the  Shipping  Committee,  according  to 
which  the  Danish  mercantile  marine  was  to  be  placed  at  the  free  dis- 
j)osal  of  its  owners,  provided  that  tonnage  was  still  made  availaljle 
by  them  for  the  conveyance  of  coal  from  Great  Britain  at  a freight 
rate  not  exceeding  kr.  35,  and  tonnage  for  the  conveyance  of  fod- 
ders at  a freight  rate  not  exceedino-  kr.  100.  By  an  act  of  December 
22,  1920,  the  Shijjping  Committee  was  abolished. 

The  shipping  trade  experienced  a boom  during  1919,  the  demand 
for  tonnage  to  tliis  country  alone  being  able  fully  to  occupy  all 
Danish  vessels  which  returned  on  their  release  from  Allied  service. 
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Rut  from  March,  1920,  freight  rates  commenced  to  drop,  at  first 
slowly,  but  later  on  at  an  increasing  rate;  and  during  1921  this  fact 
resulted  in  rather  a large  laying  up  of  tonnage,  until  the  expenses 
for  wages,  etc.,  had  again  been  brought,  to  a certain  extent,  to  cor- 
respond to  the  new  freight  level. 

As  mentioned  above  (p.  474),  the  freight  index  number  for  1918 
may  be  calculated  at  1,049.  For  1919  the  number  was  920 ; for  1920, 
850;  and  for  1921,  336.  But  these  figures,  which  ai’e  calculated  ac- 
cording to  gross  freights,  would  have  shown  a still  greater  decline 
if  they  had  not  been  affected  by  the  incipient  fall  in  the  value  of  the 
krone.  The  value  of  the  shares  of  the  steamship  companies  also  show 
a downward  tendency,  from  an  index  number  of  425  in  1918  to  347 
in  1919,  and  to  312  in  1920. 

When  a comparison  is  made  between  the  gross  freight  incomes  of 
these  years  it  must,  however,  be  remembered  that  the  shipping  trade 
in  many  ways  was  placed  in  a position,  during  and  after  the  War, 
which  was  different  from  that  of  pre-war  times,  as  sailings  took 
longer  and  went  b}'  longer  routes  than  normally.  Thus  coal  was  car- 
ried from  overseas  countries,  principally  from  the  United  States, 
hut  also  from  South  Africa  and  China,  while  before  the  War  it  had 
been  exceptional  to  import  coal  from  other  countries  than  Great 
liritain  and  Central  Europe. 

In  this  connection  it  must  also  be  said  that  Royal  Ordinances  of 
September  22  and  October  10,  1919,  provided  for  the  winding  up  of 
the  war  risk  insurance  institutions  for  vessels  and  cargoes.  The 
aggregate  losses  of  ships  caused  h}'  mines,  by  torpedoings,  and  the 
like  during  the  years  1914-1920  amounted  to  148  steamships  and 
121  sailing  vessels  of  140,600  and  32,800  tons,  respectively.  The 
number  of  lives  lost  by  the  sinking  of  steam  and  motor  ships  was 
395,  and  by  the  sinking  of  sailing  vessels,  fishing  vessels,  etc.,  303. 
'I'lie  total  premiums  received  by  the  IMarine  Insurance  Institution 
amounted  to  about  kr.  118,000,000,  and  the  compensations  paid  by 
this  Institution  to  some  kr.  72,000,000,  the  corres])onding  figures 
for  the  insurance  of  goods  being  kr.  17,000,000  and  kr.  8,000,000. 
At  the  distribution  of  the  profits  of  the  Institution  for  the  Insurance 
of  Freights  the  (Government — according  to  the  rules  for  such  dis- 
trihution-  -received  fully  kr.  7,000,000,  while  out  of  the  profits  on 
the  insurance  of  shi{)s  the  Treasury  received  kr.  21,000,000,  in 
accordance  with  an  agreement  between  the  Government  and  the 
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shipowners;  and,  in  addition,  the  Institution  subscribed  kr.  25,000,- 
000  to  the  National  Loan  of  April  1,  1919.  Finally,  the  Treasury 
received  kr.  11,500,000  from  the  Government’s  Excess- War-Risk 
Insurance  of  ships. 

2.  The  Government  and  the  Home  Market. 

The  Grain  Act  of  1919. 

Uncertain  supplies  and  rising  prices  had  resulted  in  the  passing 
of  a new  Grain  Act  for  the  harvest  year  of  1919-1920.  Conditions 
had,  however,  now  changed  so  much  that  it  was  considered  sufficient 
to  commandeer  grain  for  human  consumption.  The  Grain  Act  of 
September  19,  1919,  therefore,  imj)osed  upon  the  owners  only  the 
obligation  to  turn  over  all  rye  and  wheat,  and  enough  spring  grain 
to  bring  the  total  quantity  delivered  to  2 kilograms  for  each  kr. 
1,000  of  land  value  in  excess  of  the  first  kr.  10,000.  Furthermore, 
the  Act  permitted  unfettered  trading  in  the  matter  of  the  grain 
which  the  owner  was  not  bound  to  deliver,  with  the  exception  of 
Danish  grain  for  the  manufacture  of  spirits  and  beer;  and  it  also 
granted  reductions  for  seed  grain.  The  Act  further  provided  that 
farmers  who,  before  October  7,  1919,  made  application  to  that  effect 
to  tlie  local  “grain  committees”  might  have  as  much  as  20  kilo- 
grams of  rye  and  wheat  exclianged  for  equal  quantities  of  corn, 
barley,  or  wheat-bran,  or  of  fodder  cake  in  quantity  calculated  in 
accordance  with  the  price  of  cake  in  proportion  to  the  price  of 
corn.  The  price  of  the  grain  which  it  was  not  desired  to  have  ex- 
changed, or  that  could  not  be  exchanged,  was  fixed  at  kr.  30  per 
100  kilograms,  which  was  kr.  3 more  for  winter  grain  and  kr.  6 
more  for  spring  grain  than  the  prices  paid  pursuant  to  the  Grain 
Act  of  1918;  the  prices  provided  for  by  this  act  having  been  in- 
creased by  the  Grain  Act  of  1919  and  an  additional  payment  of 
one  krone  per  100  kilograms  being  granted. 

Economically  the  whole  exchange  transaction  was  based  on  an 
arrangement  made  with  the  shipping  trade,  according  to  which  the 
(juantity  of  corn  required  for  this  exchange  was  to  be  transported 
to  the  country  at  a reduced  freight  rate.  In  this  manner  it  was  made 
possible  for  the  Government  to  give  fodder  grain  in  exchange  for 
breadstuff s.  Then  the  farmers  who  normally  used  their  grain  for 
fodder  could  not  complain  of  having  to  deliver  rye  and  wheat  at 
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kr.  30  per  100  kilograms,  while  the  price  in  the  open  market  was 
about  kr.  i-i  at  the  time  the  Act  was  passed. 

During  the  first  six  months  of  1919  the  freighting  of  fodders  had 
gradually  been  resumed  to  such  an  extent  that  it  was  possible  to  give 
out  rations  of  6 kilograms  of  fodder  cake  per  milch  cow  in  March; 
iji  April  it  was,  further,  made  permissible  to  purchase  15  kilograms; 
and  in  May,  15  kilograms.  Ry  an  ordinance  of  June  4 the  rationing 
of  fodder  cake  was  abolished.  So  far  as  corn  was  concerned  the 
su])plies  received  up  to  August  1 had  amounted  at  most  to  20,000 
tons,  which  had  been  distributed  among  the  importers.  In  addition, 
subse(pient  cargoes  were  collected  for  the  purpose  of  meeting  the  im- 
pending exchange,  which  it  became  possible  to  carr}^  through  satis- 
factorily. 


The  Grain  Act  of  1920. 

Finally,  on  September  10,  1920,  the  last  of  the  grain  acts  of  the 
war  period  was  given  Royal  assent.  This  act  a})plied  to  the  harvest 
year  1920-1921.  Despite  the  fact  that  two  years  had  7iow  passed 
since  the  War  had  come  to  an  end,  and  that  in  the  spring  of  1920 
the  Parliamentary  Left,  su})|)orted  bv  the  Conservatives,  had  come 
into  power,  and  it  was  the  desire  of  these  two  parties  to  get  away 
from  government  interference  in  trade,  it  had  not  yet  been  possible 
to  free  the  sale  of  bread  from  such  government  interference.  This 
was  due  especially  to  the  fact  that  the  grain  acts  and  the  high  cost 
of  living  acts  connected  therewith,  had  secured  not  only  the  neces- 
sary (juantities  of  bread  to  meet  the  requirements  of  the  po])ulation, 
but  also  had  fixed  the  price  at  such  a low  figure  that  in  19.20  the 
price  of  rye  delivered  from  the  government  stocks  was  kr.  15  per 
100  kilograms,  while,  at  the  same  time,  the  Government  paid  kr.  43 
for  tlie  grain  given  up  by  the  farmers  j)ursuant  to  the  Grain  Act  of 
1920,  and  the  price  of  rye  in  the  world  market  in  September,  1920, 
when  the  Grain  Act  was  laid  before  Parliament,  was  not  below  kr. 
()‘0.  J'o  cover  the  recpiirements  for  breadstuffs  by  free  imports  at 
these  prices  it  would  then  have  been  necessary  for  the  Treasury 
either  to  meet  new  and  very  large  expenses,  or  to  see  the  })rice  of  rye 
bread  carried  to  sucli  a height  that  no  Government  would  dare  to 
assume  the  res[)onslbiIity. 

Con.sc(iuentlv,  the  Act  maititained  the  prohibition  against  using 
rve  and  wheat  as  a fodder  and  also  the  embargo  on  grain ; and  made 
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it  compulsory  on  the  farmers  to  deliver  to  the  government  ware- 
houses all  rye  and  wheat,  except  the  quantities  necessary  for  seed, 
at  a price  of  kr.  43  per  100  kilograms.  As,  at  the  time  of  the  passing 
of  the  Act,  corn  was  quoted  at  kr.  37,  it  was  thought  that  in  com- 
parison with  this  price  kr.  43  must  he  the  minimum  compensation 
for  those  who  had  to  surrender  rye  and  wheat,  and  as  a set-off  had 
to  ])urchase  corn.  To  cover  the  expenses  to  which  the  Treasury 
woidd  he  put  owing  to  the  purchase  of  r}'e  at  kr.  43  and  the  sale  at 
kr.  15  iq)  to  April  1,  19J21,  and  thereafter  at  kr.  i25,  it  was  antici- 
pated in  the  Act  that,  in  the  first  ]dace,  the  wheat  belonging  to  the 
Government  was  to  he  sold  at  kr.  (it)  per  100  kilograms,  and  in  the 
second  place,  that  under  all  circumstances  there  must  he  wheat 
available  for  export,  the  rations  being  fixed  at  eight  tickets  of  240 
grams  of  flour  per  month ; and,  finally,  that  there  must  he  spring 
grain  available  for  export;  in  case  of  disj)ensations  from  the  em- 
bargo an  ex])ort  duty  was  to  he  paid.  Rut  to  make  the  financial 
character  of  the  arrangement  more  secure,  the  importing  of  bread- 
stuffs  was  prohibited,  a provision  which  attained  great  importance 
because  of  the  fact  that  toward  the  end  of  the  harvest  year  the  price 
of  wheat  on  the  world  market  went  below  the  price  in  the  government 
warehouses,  viz.,  kr.  60.  As,  however,  the  exports  became  quite  in- 
significant, the  expenses  to  the  Treasury  incidental  to  this  Grain 
Act  amounted  to  upward  of  kr.  60,000,000.  After  the  passing  of  the 
Grain  Act  of  1919  it  ought  to  have  been  possible  to  fix  the  price  of 
rye  bread  at  kr.  0.96  per  4 kilograms  in  the  capital,  and  at  corre- 
sponding prices  in  the  other  parts  of  the  country.  Ry  means  of  the 
high  cost  of  living  legislation  and  an  act  of  August  31,  1920,  hear- 
ing on  the  price  of  rye  bread,  this  price  was  maintained  up  to  the 
end  of  September,  1920.  Rut  when  the  millers  and  bakers  were  al- 
lowed a somewhat  larger  ])rofit  the  }>rice  of  bread  rose  to  a certain 
extent,  in  s])ite  of  the  unchanged  }>rice  of  rye;  and  in  July,  1921, 
tlie  price  of  rye  bread  in  Copenhagen  had  risen  to  kr.  1.28  and  in 
October  of  the  same  year  to  kr.  1.41  per  4 kilograms. 

The  Rationing  of  Rread. 

J’he  size  of  the  ration  of  rye  bread,  and  the  system  of  additional 
bread  tickets  valid  for  rye  bread,  continued  in  force  during  these 
years,  just  as  in  the  years  before.  On  the  other  hand,  as  the  harvest 
yield  of  1918  had  been  larger  than  that  of  1917,  the  number  of 


512 


DENMARK  IN  THE  GREAT  WAR 


wheat  bread  tickets  was  gradually  increased  until  from  April,  1919, 
on,  twelve  tickets  per  month  were  again  issued.  On  July  30,  1919, 
the  rationing  of  wheat  bread  and  wheat  flour  was  abolished ; but,  as 
the  quantities  of  wheat  received  by  the  government  warehouses  were 
smaller  than  anticipated,  rationing  had  to  he  reintroduced  from  IMay 
14,  1920,  with  rations  of  only  four  tickets  per  month,  and  the  bakers 
were  granted  permission  to  mix  barley  flour  with  the  wheat  flour. 
After  the  new  harvest  the  ration  of  wheat  bread  could  again  be  in- 
creased to  eight  tickets,  and  after  December,  1920,  to  ten  tickets. 
The  rationing  of  wheat  bread  and  wheat  flour  was  abolished  on 
January  20,  1921. 


Beer  and  Spirits. 

As  regards  the  breweries  and  distilleries,  soon  conditions  could 
also  he  relaxed.  The  provision  of  the  Grain  Act  of  1919,  according 
to  which  })urchases  of  Danish  corn  for  their  use  could  only  be  made 
with  the  consent  of  the  Home  Office,  was  the  principal  rule  applying 
to  both  industries.  Pursuant  thereto,  both  breweries  and  distilleries 
received  permission  to  purchase  a quantity  of  home-grown  barley 
corresponding  to  one  month’s  consumption  in  each  brewery  or  dis- 
tillery concerned. 

The  Grain  Act  of  1920  had  provided  for  free  trading  in  spring 
grain ; but  as  the  prohibition  against  the  delivery  of  spirits  from 
the  distilleries  was  still  in  force,  the  government  limit  on  production 
was  continued  as  hitherto.  By  an  ordinance  dated  January  15,  1921, 
the  rules  in  force  regarding  the  making  of  spirits  and  the  maximum 
prices  thereof  were  modified ; hut  the  limit  on  the  quantity  of  spirits 
manufactured  and  imj)orted  still  continued  to  be  enforced.  It  is 
true,  in  return  the  existing  distilleries  were  given  a monopoly. 
But  they  were  forbidden  to  enter  upon  the  manufacture  of  spirits 
or  yeast  excej)t  with  the  permission  of  the  Home  Secretary. 

The  Rationing  of  Pork. 

In  the  ])eriod  that  followed  the  end  of  the  War,  the  rationing  of 
hreadstuffs  had  been  maintained,  both  with  a view  to  assuring  the 
necessary  quantities  for  the  requirements  of  the  population,  and  to 
controlling  ])ricc  increases.  But  the  supply  of  fats  quickly  became  so 
abundant  that  the  rationing  tickets  for  butter  and  pork  had  only 
the  character  of  rebate  tickets.  Thus,  at  the  beginning  of  1919 
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large  quantities  of  American  pork  had  been  imported,  and  sold  con- 
currently with  the  Danish  pork,  a maximum  profit  being,  however, 
fixed  for  this  American  pork.  Thereby  the  demand  for  Danish  pork 
w’as  diminished,  domestic  and  secret  slaughtering  decreased ; and 
after  a reduction  of  the  supply  to  the  packing  houses,  incidental  to 
the  decrease  in  swine  breeding  in  1918,  the  supply  of  Danish  pork 
again  increased.  The  agreement  made  pursuant  to  the  Grain  Act  of 
1918,  which  secured  the  pork  producer  a fixed  price  for  the  whole 
of  his  pi’oduction  was,  however,  modified  in  July,  1919,  by  the  pack- 
ers so  as  to  expii’e  on  Se})temher  1.  For  they  desired  to  return  to  free 
conditions  as  soon  as  possible,  and  it  was  feared  that  the  arrangement 
in  force  would  prevent  the  production  of  pork  from  reaching  its  old 
level  and  again  asserting  itself  in  foreign  markets.  From  Septem- 
ber 1 a new  arrangement  was,  therefore,  made,  according  to  which 
the  packers  retained  their  abattoir  monopoly,  and  were  permitted 
to  export  when  the  domestic  market  had  been  provided  with  the  re- 
quired 200  grams  per  week  per  ])erson,  the  price  of  the  pork  sold 
for  domestic  consumption  being  kept  down  by  subsidies  from  the 
Government.  This  arrangement  was,  be  it  said,  only  of  short  dura- 
tion. After  December  1 the  subsidy  was  abolished  and  was  replaced 
by  subsidies  to  the  local  districts  for  the  issue  of  rebate  tickets.  The 
sales  to  Great  Britain,  to  which  the  packers  had  been  anxiously 
looking  forward  were,  however,  not  resumed  to  the  extent  desired ; 
and  further  negotiations  in  Great  Britain  regarding  prices  were  not 
satisfactory.  The  exports  for  the  whole  ^^ear  1920  did  not  amount 
to  more  than  42,000,000  kilogx-ams,  as  against  126,000,000  in  1913. 
In  March,  1920,  the  entire  pork  agreement  was  formally  abolished; 
and  in  the  course  of  the  summer  of  1920  the  last  maximum  prices, 
and  the  monopoly  of  exporting  held  by  the  packers  was  abolished, 
together  with  the  embargoes. 

The  Rationing  of  Butter. 

The  ending  of  the  butter  agreement  was,  comparatively,  easier 
than  of  that  covering  pork.  The  ]>roduction  of  butter  was  relatively 
larger ; and  the  production  of  margarine  had  been  resumed  during 
the  first  half  of  1919,  after  having  been  suspended  since  the  autumn 
of  1917.  In  F'ebruary,  1919,  the  East  Asiatic  Company  imported 
10,000  tons  of  soya  Ixeans;  and  from  March  3 a rationing  of  the 
1,800  tons  of  margarine  produced  from  the  soya  oil,  mixed  with 
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some  cocoanut  oil  and  foreign  butter  and  tallow,  was  introduced, 
with  the  result  that  in  IMarch  GOO  grains  of  margarine  were  delivered 
instead  of  half  the  butter  ration  of  500  grams,  at  a price  of  kr.  2.30 
per  kilogram,  as  against  a butter  price  of  kr.  3.  Persons  preferring 
butter  might  legally  obtain  it  by  exchanging  their  margarine 
tickets  for  butter  tickets  and  paying  the  difference  between  the  con- 
sumer’s jirice  and  the  export  price,  namely,  kr.  6 per  kilogram.  It 
was  thought  possible  to  relieve  the  Treasury  by  reducing  the  sub- 
sidy to  home  consumjition.  'I'he  tradesman,  however,  had  still  to 
purchase  butter  at  the  export  price.  From  ]\Iav  5 the  rationing  of 
butter  and  margarine  was  abolished,  but  up  to  August  31  each  con- 
sumer received  400  grams  of  butter  a month  at  the  reduced  price 
hitherto  in  force,  kr.  3 per  kilogram,  on  showing  rebate  tickets. 
From  September  1,  1919,  a maximum  price  of  kr.  5.90  was  fixed 
for  retail  sales ; and,  finally,  the  embargo  on  butter  was  ended  on 
December  6,  1920.  At  the  same  time  the  Butter  Export  Committee 
was  abolished,  and  trading  in  butter  thus  became  completely  free. 

Pork  and  Butter  Exports. 

P'roni  15,000,000  kilograms  in  1918  exports  of  butter  had  in- 
creased to  37,000,000  in  1919  and  to  75,000,000  in  1920 ; and,  so 
far,  that  had  been  satisfactory.  But  prices  were  low,  and  this  held 
good  both  of  pork  and  butter.  As  mentioned  above,  the  fact  was  that 
the  British  Government  had  monopolized  the  purchase  and  distribu- 
tion of  pork  and  butter ; and  as  the  southern  countries  had  no  money 
with  which  to  pay,  the  British  market  was,  now  as  formerlv,  vital 
to  our  exports.  Denmark’s  dairying  industry  sought  to  induce  Great 
Britain  to  remove  the  restrictions  and  to  obtain  the  best  possible 
])i’ices  while  these  restrictions  were  in  force.  For  this  purpose  nego- 
tiations were  carried  on  in  Ijondon  by  the  representatives  of  Danish 
dairying,  at  times  working  alone,  and  at  times  with  representatiyes 
of  manufacturing  and  general  business,  in  order  to  induce  Great 
Britain  also  to  reduce  the  ])rice  of  coal,  and  make  this  price  reason- 
ably })roportionate  to  the  price  ])aid  for  butter.  On  the  whole,  little 
was  acliieyed,  and  the  British  prohibition  of  import  and  tlie  purchase 
monopoly  of  butter  and  pork  were  not  abolished  till  April  1,  1921. 

iMilk  and  Cheese. 

'I'he  Act  of  November  1,  1918,  had,  for  another  year,  provided 
for  a sup})ly  of  milk  for  the  towns,  and  granted  a subsidy  toward 
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the  reduction  of  the  price  of  milk  to  children  below  the  age  of  six. 
Nevertheless  in  the  course  of  the  winter  of  1918-1919  it  was  par- 
ticularly difficult  to  assure  a supply  for  the  capital;  and  to  remedy 
this  it  was  made  })erniissible  to  skim  milk  containing  more  than  3 per 
cent  of  fat,  or  to  mix  whole  milk  with  skimmed  milk  until  the  mix- 
ture had  a fat  content  of  only  3 per  cent,  and  to  sell  such  milk  as 
standard  whole  milk.  This  arrangement  was  maintained  until  iMarch 
31,  1920,  while  at  the  same  time  the  subsidy  was  reduced.  When,  in 
the  s])ring  of  1920,  the  arrangement  expired,  at  the  same  time  per- 
mission to  manufacture  the  above  “standard  milk”  was  also  revoked, 
and  it  was  provided  that  whole  milk  should  contain  not  less  than 
3l4  fcnt  of  fat. 

So  far  as  cheese  was  concerned  the  export  duties  and  the  maxi- 
mum prices  for  sales  to  the  domestic  market  hitherto  in  force  were 
sus})ended  after  November  1,  1919;  and  the  embargo  and  with  it 
the  Cheese  Export  Committee  passed  away  on  June  29,  1920. 

The  Rationing  of  Sugar. 

The  ending  of  the  sugar  agreement  was  delayed  because  there 
was  a desire  to  maintain  the  low  price  of  household  sugar,  brought 
about  by  the  agreement  and  without  cost,  to  the  Treasury,  as  long 
as  possible.  Ry  an  act  of  April  1-1,  1919,  the  Home  Secretary  was, 
therefore,  again  empowered  to  make  an  arrangement  for  the  coming 
sugar  year  by  means  of  an  agreement  with  the  factories  on  the  basis 
of  a guaranteed  price  to  the  beet  growers  of  kr.  2.40  })er  50  kilo- 
grams. Rut  as  it  was  to  be  feared  that  importing  from  foreign  coun- 
tries might  take  place  at  lower  prices,  whereby  the  whole  financial 
basis  of  the  arrangement  would  be  displaced,  the  importing  of  sugar 
was  prohibited.  At  the  same  time  rationing  was  abolished,  so  that — 
in  addition  to  the  rationed  quantity  at  kr.  .58 — anyone  might  pur- 
chase any  quantity  at  a price  of  kr.  1.40.  The  difficulties  in  ex- 
change, however,  brought  about  a reintroduction  of  the  rationing 
of  sugar  with  the  same  amounts  arid  the  same  rebate  arrangement  as 
lief  ore  October  31,  for  the  purpose  of  releasing  a quantity  of  sugar 
for  export;  and  in  February,  1919,  a prohibition  was  also  issued 
against  the  import  of  confectionery. 

As,  during  these  months,  the  price  of  sugar  in  the  world  market 
was  increasing — it  rose  to  about  kr.  2 per  kilogram — and  as  it  was 
a ])resumption  that  the  jirice  of  sugar  for  industrial  purposes  would 
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follow  the  world  price,  the  price  of  household  sugar  was  increased 
by  10  ore,  and  the  price  of  sugar  for  industrial  purposes  by  20  ore 
in  March,  1920. 


Hides,  Leather,  and  Footwear. 

The  provision  to  the  effect  that  imported  footwear  must  only  be 
sold  with  the  permission  of  the  Extraordinary  Royal  Commission 
was  amended  in  March,  1919,  so  that  imported  footwear  might  be 
sold  without  special  permission,  but  subject  to  the  same  rules  re- 
garding profits,  etc.,  as  footwear  manufactured  in  this  country.  As, 
besides,  the  prices  of  imported  footwear  were  now  falling,  and  the 
price  of  footwear  manufactured  in  this  country  was  also  falling, 
manufacturers  were  permitted  to  cease  stamping  prices  on  the  soles, 
and  retailers  were  allowed  to  make  adjustments  in  the  prices  of  their 
stocks,  and  to  mark  the  new  prices  after  such  adjustments.  In  No- 
vember, 1920,  the  embargo  on  leather  shoes  was  lifted,  and  in  Janu- 
ary, 1921,  all  ordinances  governing  the  sale  of  boots  and  shoes  were 
rescinded.  The  regulating  of  profits  had,  however,  already  become 
a small  matter,  because  the  fall  in  prices  during  1920  had  materiall}" 
curtailed  the  profits  of  shoe  factories. 

Shortly  before,  the  hide-and-leather  arrangement  had  been  abol- 
ished. For  it  appeared  when  stock  was  taken  of  the  existing  quan- 
tities of  hides  in  June,  1920,  that  the  stocks  in  this  country  were 
sufficient ; and,  furthermore,  the  maximum  prices  fixed  for  hides  and 
leather  were  higher  than  the  prices  actuall}^  j)aid.  Moreover,  when — • 
on  June  29,  1920 — the  hide-and-leather  arrangement  was  abolished, 
the  embargoes  were  also  lifted. 

The  Fisheries. 

As  mentioned  in  the  ])reccding  chapter,  the  Act  of  November  1, 
1918,  had  reauthorized  the  Government  to  grant  subsidies  toward 
the  reduction  of  the  price  of  fishing  supplies  of  every  kind  for  a 
])eriod  up  to  April  1,  1919,  as  more  abundant  supplies  of  such 
things  could  be  expected  after  the  coming  into  force  of  the  American 
trade  agreement.  Ry  an  act  of  ,lunc  9,  1920,  the  Government  was 
em])owcred  to  advance  loans  for  various  pur])oses,  inter  alia,  kr. 
500,000  as  a trading  capital  for  our  fishermen.  The  unemployment 
benefits  to  fishermen  were  also  extended  to  IMarch  Jl,  1921. 

In  the  course  of  IMarch,  1919,  practically  all  maximum  prices  of 
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fish,  whether  fresh,  salted,  or  smoked,  were  abolished,  while  the  pro- 
vision that  all  fish  caught  by  Danish  boats  should  be  taken  to  Danish 
})orts — with  the  resulting  control  of  exports — was  maintained.  Rut 
on  duly  15,  1919,  these  last  provisions  in  the  fishing  arrangement 
were  likewise  abolished. 


Coal  and  Coke. 

Toward  the  end  of  1918  the  scarcity  of  coal  in  Great  Britain, 
caused  by  a reduced  production  that  could  not  meet  the  recpiire- 
ments  of  the  home  market,  became  so  pressing  that  in  the  beginning 
of  November  an  embargo  was  placed  on  coal  from  Scotland  to  neu- 
tral countries,  and  in  the  beginning  of  December  a similar  embargo 
was  })ut  on  coal  from  England.  These  embargoes  were  kept  in  force 
till  the  middle  of  January,  1919.  At  the  same  time  the  armistice  and 
the  revolution  in  Germany  had  the  effect  that  the  supplies  from  that 
country  largely  fell  off.  Abundant  supplies  of  coal  and  coke  during 
the  spring  and  the  beginning  of  the  summer  cased  the  fuel  situation 
somewhat.  But  a miners’  strike  then  broke  out  in  Yorkshire;  and 
when,  at  the  end  of  August,  this  strike  was  brought  to  an  end,  an- 
other situation  developed  which  again  largely  diminished  the  ex- 
j)orts  of  coal  to  this  country.  Eor  the  British  controller  of  timber  de- 
manded that  Danish  ships  carrying  coal  from  Great  Britain  and 
desiring  bunker  coal,  should,  in  return,  take  a cargo  of  timber  from 
the  Baltic  to  Great  Britain  at  a fixed  freight  rate  that  was  compara- 
tively low.  At  first  we  would  not  agree  to  this,  though  finally  we  had 
to  give  in.  But  at  the  end  of  Se})tember  a railway  strike  broke  out  in 
England,  and  an  embargo  was  placed  on  coal  and  coke.  The  strike 
lasted  only  seven  days,  and  shi})inents  were  gradually  resumed.  Yet 
at  the  same  time  harbor  strikes  in  Denmark  also  aff  ected  the  regular 
sup])ly ; and  all  this  together  resulted  in  the  reintroduction  of  the 
abolished  restrictions. 

At  the  end  of  1919  and  the  beginning  of  1920  new  and  material 
difficulties  in  the  coal  supply  were  caused  by  the  fact  that  the  Brit- 
ish, ard  especially  the  Scotch  miners  extended  their  Christmas  holi- 
days far  into  the  month  of  .lanuary.  As  imports  from  the  United 
States  had  become  insignificant,  because  of  strikes  in  that  country, 
and  also  on  account  of  the  great  rise  in  the  dollar,  and  as  Germany’s 
ex[)ort  caj)acity  was  very  limited,  and  lapsed  entirely  after  the  Spa 
Agreement  of  July,  1920,  there  were,  on  the  whole,  reasons  for  con- 
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cern  and  for  practicing  strict  econoln^^  But,  furthermore,  another 
situation  developed : Among  the  arrangements  which  the  Foreign 
Excliange  Committee,  appointed  in  December,  1919,  desired  to 
make  in  order  to  improve  our  balance  of  trade  was  a curtailment  of 
the  imports  of  coal.  The  Committee,  consequently,  gave  out  foreign 
mone}^  only  to  pf>-y  for  coal  brought  to  this  country  b}f  vessels  under 
the  management  of  the  Shipping  Committee.  This  provision  was  of 
no  great  importance,  partly  because  Great  Britain  at  the  same  time 
curtailed  coal  exports  very  drastically  (60,000  tons  a month  were 
assigned  to  Denmark,  while  the  Shipping  Committee  estimated  that 
under  favorable  conditions  it  would  be  able  to  bring  over  200,000 
tons),  and  partly  because  at  the  end  of  March  a new  strike  broke 
out  in  the  port  of  Copenhagen,  which  lasted  six  weeks.  Taken  as  a 
whole,  the  situation  was  so  serious  that  the  Home  Secretary  on 
h'ebruary  23,  1920,  severely  restricted  the  consumption  of  gas  and 
electricity.  The  local  councils  had  to  limit  consumption  to  two- 
thirds  of  that  of  1913. 

In  the  course  of  the  summer,  however,  exports  of  coal  from  Great 
Britain  increased.  As,  at  the  same  time,  prices  were  subject  to  an 
extraordinary  rise,  caused  by  the  fear  of  a new  miners’  strike,  this 
brought  it  about  that  importers  made  heavy  purchases,  and  fre- 
quently forced  ])rices  upward  by  competition  among  themselves.  In 
June,  1920,  the  Home  Office  advised  large  consumers  of  coal  to  make 
joint  ])urchases.  No  agreement  regarding  joint  purchases  was,  how- 
ever, arrived  at,  because  even  before  the  opening  of  the  negotiations 
such  large  quantities  had  been  contracted  for  that  the  question  had 
lost  its  practical  value.  The  British  miners’  strike  broke  out  on  Octo- 
ber 16  and  ended  on  November  5,  1920.  But  at  the  same  time  the 
de])ression  in  world  trade  set  in.  The  demand  for,  and  the  consump- 
tion of  coal  decreased;  and  we  were  furnished  with  sufficient  quan- 
tities by  the  summer’s  inqiorts.  Consequently,  there  was  no  reason 
to  maintain  the  restrictions  any  longer.  The  provisions  in  force  for 
the  limitation  of  the  use  of  foreign  fuel  and  the  calculation  of  prices 
for  it  were,  therefore,  suspended.  And  the  Government  Coal  Dis- 
tribution Committee  was  dissolved. 

Firewood. 

For  the  furtherance  of  the  domestic  production  of  fuel  the  Act 
of  October  31,  1919,  provided  that  during  the  winter  of  1919-1920 
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forest  owners  were  individually  to  cut  60  per  cent  of  the  quantity 
provided  for  by  law  for  each  owner  during  1918-1919,  or  a total  of 
about  450,000  cubic  meters.  They  were — contrary  to  former  regu- 
lations— allowed  to  fell  more  than  the  quaiatity  which  they  were 
hound  to  fell. 

Although  in  the  spring  of  1919  the  bill  for  a prolongation  of 
the  Fuel  Act  had  given  rise  to  a somewhat  hitter  political  debate, 
the  hill  passed  rather  peacefully  through  both  houses  of  the  Rigsdag 
in  the  autumn  of  1919.  In  the  spring  of  1920  the  Government  was 
turned  out ; and  when  autumn  came  the  new  Government  dared  not 
let  the  fuel  legislation  lapse.  It  was,  especially,  the  imminent  British 
miners’  strike  which,  at  that  time,  was  anticipated  with  concern.  The 
chief  j)rovision  of  the  new  Act  was,  that  during  the  winter  of  1920- 
1921  a total  quantity  of  firewood  should  be  provided  for  the  whole 
country  equal  to  the  quantity  procured  by  the  compulsor}'  felling 
of  1919-1920. 

After  January  1,  1921,  conditions  had,  as  previously  mentioned, 
altered  to  such  a degree  that  the  Home  Secretary  stopped  the  com- 
])ulsory  felling,  in  so  far  as  the  orders  from  the  local  districts  had 
been  executed. 


Peat. 

As  in  the  case  of  firewood,  the  public  arrangements  for  obtaining 
peat  remained  in  force  till  1921.  Production,  estimated  at  2,700,- 
000,000  pieces  in  1919,  and  4,500,000,000  in  1918,  was  estimated 
at  upward  of  4,000,000,000  for  the  season  of  1920. 

The  Manufacturing  Industries. 

While,  as  will  appear  from  the  above,  agriculture,  as  a whole,  had 
experienced  great  difficulties  in  getting  into  full  production  again 
after  the  War,  conditions  were  materially  better  for  other  industries. 
J’he  empty  stocks  and  the  lack  of  many  kinds  of  goods,  both  on  the 
home  market  and  in  other  countries,  caused  a great  demand,  and  as 
the  freighting  in  of  siqjplies  made  it  possible  to  resume  manufacture 
with  little  delay,  enq)loyment  in  Denmark’s  industries  increased  to 
such  an  extent  that  in  May,  1919,  it  had  reached  normal,  and  later 
it  even  went  above  it.^  It  is  true  that  industrial  conditions  especially 


^ Cf.  the  suininary  of  uiiemploynient  on  page  492. 
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in  1919  were  exceedingly  unsettled,  and  that  coal  prices  in  1919 
were  six  times,  and  in  1920,  ten  times  normal.  Rut  up  to  the  autumn 
of  1920  conditions  were  generally  satisfactory ; the  more  so  because 
the  steady  fall  in  the  value  of  the  Danish  krone  was  felt  to  be  an 
increased  protection  against  imports  from  abroad,  and  also  facili- 
tated exports  to  a considerable  extent.  But  in  February,  1921,  the 
unemployment  percentage  reached  almost  twenty-five. 

3.  Prices  and  Temporary  Allowances  on  Account  of  the  High  Cost 

of  Living. 

The  IMovements  of  Prices. 

From  the  time  of  the  conclusion  of  the  armistice  to  March,  1919, 
the  world  price  level  dropped  by  about  10  per  cent.  But  prices  com- 
menced to  rise  again  during  the  next  eighteen  months,  until  in  this 
country  they  culminated  in  November,  1920,  with  a wholesale  price- 
index  number  of  403,  while  the  retail  price-index  number  for  the 
nearest  period  available  (January,  1921)  was  264;  and  in  Novem- 
ber it  may  be  estimated  to  have  been  around  275.  This  violent  rise  in 
prices  was  due  partlv  to  the  movements  of  world  prices,  e.g.,  the 
price-index  number  of  The  Economist  at  its  peak  in  March,  1920, 
reached  nearly  325 ; but  the  increase  was  greater  in  Denmark  be- 
cause the  value  abroad  of  the  Danish  krone  at  the  time  depreciated 
to  a great  extent,  its  gold  value  being  only  48  oi-e  in  November, 
1920.  But,  finally,  the  ending  of  the  price-regulating  arrangement, 
and  the  increasing  indulgence  of  the  Government  toward  the  de- 
mands for  higher  ])rices  on  goods  which,  with  or  without  subsidies, 
had  been  kept  under  Government  control,  caused  a weakening  in  the 
opposition  hitherto  offered  to  the  price-forcing  effects  of  the  heavily 
increased  credits. 

General  Price-Regulating  Provisions. 

Both  business  and  the  political  Op|)osition  now  demanded  that  the 
fairly  uidimited  ])owers  to  regulate  })rices  provided  for  in  the  Act  of 
Aimust  7,  1914,  should  be  abolished;  while  the  Government,  in  view 
of  file  strongly  rising  price  level  at  the  time,  and  on  account  of  the 
resultant  social  unrest,  would  not  renounce  its  authority  in  this 
respect.  In  IMarch  the  Government  found  itself  politically  coni])elled 
to  brinir  in  a bill  which  became  law  on  A])ril  11,  1919,  lor  the  “liqui- 
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elation  of  the  extraordinary  arrangements  made  in  pursuance  of  tlie 
Act  of  August  7,  1914  to  regulate  the  prices  of  foodstuffs  and  com- 
modities, and  for  the  suspension  of  this  Act.” 

Pursuant  to  this  “liquidation  act,”  the  Act  of  August  7 ceased  to 
have  effect  on  Se])tember  1,  1919,  after  which  time  the  Home  Secre- 
tary could  not  issue  ordinances  regarding  the  regulation  of  prices 
exce})t  with  the  sanction  of  a “liquidation  committee”  consisting  of 
eight  members  appointed  by  the  Rigsdag. 

A Royal  Ordinance  abolished  the  Flxtraordinary  Royal  Commis- 
sion in  January,  19^il,  and  this  Commission  was  replaced  by  a 
“Consultative  Committee”  with  the  former  head  of  the  Commission 
as  chairman  and  a representative  of  each  of  the  four  political  ])arties 
as  members;  and  on  January  21,  1921,  the  provisions  regarding 
undue  ex})loitation  of  prevailing  conditions  and  regarding  “chain- 
transactions”  were  rescinded,  except  for  the  few  commodities  (grain, 
sugar,  spirits,  etc.)  which  were  still  under  government  control,  and 
on  which  embargoes  had  been  placed. 

High  Cost  of  laving  Ijegislation. 

Ry  an  act  of  June  30,  1919,  a liquidation  of  the  high  cost  of 
living  legislation  was  begun,  which  was  deemed  warrantable  in  so 
much  as  the  wage  level  had  now  attained  a height  corresponding  to 
tliat  of  the  price  level,  and  also  because,  by  a revision  of  the  acts 
regarding  the  payment  of  the  civil  service,  it  was  intended  fully  to 
conq)ensate  the  lowest  paid  officials  for  the  high  cost  of  living;  but, 
furthermore,  liquidation  was  necessary  in  view  of  the  financial  posi- 
tion of  the  country,  which  demanded  relief  from  the  great  exj)enses 
hitherto  incurred.  Thus,  in  ])ursuance  of  the  high  cost  of  living 
acts  the  local  districts  had  paid,  during  the  two  fiscal  years  1917- 
1918  ami  1918-1919,  a total  of  al^out  kr.  176,000,()()0,  the  share 
of  tills  amount  which  was  to  be  paid  b}'  the  Treasury  amounting 
to  a])proximately  kr.  85,0()(),0()().  The  Act  of  *lune  30,  therefore, 
canceled  the  special  subsidy  ])rovided  liy  Section  One  of  the  ]irevious 
high  cost  of  living  acts  for  the  reduction  of  the  price  of  rye  liread, 
pork,  and  butter;  on  the  other  hand,  the  same  Act  jilaced  kr.  500,- 
000  at  the  disposal  of  the  Horne  Secretary  for  distribution  to  local 
districts  wliich  were  in  fiirancial  difficulties.  By  tlie  Act  of  October 
31,  1919,  tlie  S}iecial  Food  Acts  were  finally  abrogated,  the  provi- 
sions still  in  force — apart  from  those  of  the  (li'ain  Acts — being  in- 
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eluded  in  tlic  said  Act,  which  empowered  the  Home  Secretary  to 
regulate  the  jn’ice  of  rye  bread,  and  to  fix  the  price  of  sugar;  the 
Act  further  provided  rules  for  the  ending  of  the  rationing  of  pork, 
as  dealt  with  in  detail  under  other  respective  headings. 

Ry  an  act  of  IMarch  29,  1920,  the  actual  high  cost  of  living 
legislation  was  abolished,  the  subsidy  for  the  reduction  of  the  price 
of  fuel  being  discontinued;  hut,  in  return,  a somewhat  larger  sub- 
sidy was  granted  to  the  local  relief  funds. 

Unemployment  Benefits. 

When,  on  December  31,  1919,  the  provisional  act  governing  ex- 
traordinary unemployment  benefits  expired,  an  incipient  return  to 
normal  conditions  also  took  place  in  this  respect,  and  a new  act  of 
December  22  appeared  as  an  act  to  amend  the  Act  of  April  8,  1911. 
That  is,  this  new  act  definitely  affirmed  that  unemployment  bene- 
fits should  again  appear  as  insurance  and  not  as  actual  benefits. 

'I’he  stagnation  brought  about,  above  all,  by  the  fall  in  world 
prices  during  1920-1921  was  now  the  cause  of  such  new  and  exten- 
sive unemployment  that  it  became  necessary  for  the  Government  to 
render  aid ; and  a new  act  shifted  all  such  extraordinarv  assistance 
to  the  Aid  Eund,  which  became  entitled  to  have  three-fifths  of  all 
its  expenses  in  connection  with  aids  to  the  unemploved  refunded 
by  the  Treasury.  Furthermore,  by  special  grants,  kr.  2,750,000,  and 
later  on  a further  sum  of  kr.  5,000,000  were  made  available  for  ad- 
vances to  the  unemployment  funds  which,  on  account  of  the  unusual 
conditions,  had  difficulties  in  meeting  their  statutory  obligations. 

1.  Financial  Conditions. 

The  Stock  Exchange. 

As  shown  in  the  summary  on  }>ages  557-558  a fall  in  the  ])rices  of 
shares  commenced  in  the  middle  of  1919,  which  fall  was  especially 
marked  in  the  case  of  hank  shares  and  industrial  shares,  and  less  so 
in  that  of  shi})ping  shares.  When,  however,  large  dividends  were  de- 
clared at  the  beginning  of  1920,  the  market  tone  again  became  bet- 
ter to  some  extent;  and  prices  again  went  up,  especially  those  of 
shijjping  shares.  On  the  whole,  1919  had  been  a record  year  for  the 
shi|)ping  trade,  on  account  of  the  cutting  down  of  the  high  insur- 
ance |)remiums,  and  the  cessation  of  the  long  delays  in  port,  caused 
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by  the  blockade.  But  tliis  improvement  in  the  prices  of  securities 
could  not  be  maintained  in  the  face  of  the  altered  conditions  which 
set  in  on  the  money  market  in  connection  with  the  fall  in  freight 
rates,  and  the  other  forerunners  of  the  world  crisis. 

In  order  to  halt  the  debacle  on  the  Stock  Exchange — especially  in 
view  of  the  ]>rices  of  hank  shares- — the  Minister  of  Trade  in  Novem- 
her,  1920,  issued  a supplement  to  the  Stock  Exchange  Act,  accord- 
ing to  which  bear  transactions  that  affected  companies  with  a share 
ca])ital  of  less  than  kr.  5,0()0,0()()  were  forbidden  to  members  of  the 
h'iXchange,  and  sales  of  other  securities  which  were  not  lower  than 
those  quoted  on  October  15,  1920,  or  not  lower  than  the  bu}ung 
price  last  quoted.  Prices,  however,  continued  to  fall,  for  which  I'ea- 
son  a statement  was  issued  to  the  effect  that  the  leading  banks 
would,  to  an  increased  extent,  su])port  the  Stock  Exchange  and  re- 
lax the  rules  governing  the  granting  of  loans. 

But  these  efforts  to  support  the  Exchange  by  credit  extensions 
were  in  opposition  to  the  efforts  to  strengthen  the  value  of  the  krone 
— which,  as  mentioned,  was  declining — through  a curtailment  of 
credits.  The  National  Bank  which,  since  Jul}'  10,  1915,  had  main- 
tained an  unchanged  bank  rate  of  5 per  cent,  increased  it  on  Janu- 
ary 3,  1919,  to  5^ ; on  October  6 to  6;  and  on  April  17,  1920,  to  7 
])er  cent.  Such  increases  of  the  hank  rate  ]>roved  powerless  to  check 
the  increases  in  advances,  or  the  depreciation  in  the  value  of  the 
krone.  But  thev  were  an  indication  of  attem])ts  to  do  so,  and,  there- 
fore, not  very  consistent  with  an  increased  granting  of  loans  on 
Stock  Fixchange  securities. 

While  the  new  shares  and  bonds  offered  in  1918  had  amounted  to 
kr.  250,000,000,  and,  in  1919,  to  kr.  190,000,000,  the  figure  for 
1920  was  reduced  to  kr.  40,000,000.  Thkewise  sales  of  shares  in  the 
stock  exchange  were  reduced  from  kr.  520,000,000  in  1919  to  kr. 
240,000,000  in  1920,  and  to  about  kr.  150,000,000  during  the  two 
years  following.  As  regards  bonds,  the  turnover  on  the  Stock  Ex- 
change was  increasing,  inter  alia,  on  account  of  the  issue  of  the  large 
Danish  government  loan  in  1919. 

The  Rates  of  Exchange. 

It  has  already  been  said  that  concurrent  with  this  reduction  in 
the  ])rices  of  Stock  Exchange  securities  there  was  a very  serious  de- 
preciation in  the  value  of  the  Danish  krone.  From  its  position  on 
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the  old  gold-par  level  (calculated  in  accordance  with  the  dollar  rate) 
the  value  of  the  krone  depreciated  to  below  50  per  cent  in  November, 
1920.  In  the  introduction  to  this  chapter  we  enumerated  a number 
of  factors  which  contributed  to  this  great  fall.  As  a whole,  it  must, 
of  course,  he  said  that  it  w’as  the  influence  of  these  various  factors  on 
the  extension  of  the  credits  of  the  banks,  and  consequently  this  ex- 
tension which  was  the  decisive  cause.  But  in  addition,  exports  had 
failed,  and  with  them  were  lost  the  natural  sources  for  meeting  at 
least  ]iart  of  the  demand  for  foreign  moneys  brought  about  by  the 
extension  of  credits.  Besides,  as  also  previously  mentioned,  the  price 
of  coal  rose  to  such  an  extent  that  while  in  1913  we  had  imported 
3,50(),0()()  tons  of  coal  and  coke,  to  the  amount  of  kr.  70,500,000,  we 
had  in  1919  to  pay  about  230,000,000  gold  kroner  for  2,300,000 
tons,  and  in  1920  even  some  310,000,000  gold  kroner  for  2,700,000 
tons.  When  in  1919  and  1920  the  excess  imports  amounted  almost 
to  3,000,000,000  of  paper  kroner,  this  heavy  increase  was  not  due 
solely  to  the  fall  in  the  value  of  the  krone,  but  also  to  a one-sided  in- 
crease in  the  prices  of  the  goods  imported. 

Credits  and  the  Balance  of  Trade. 

Concurrent  with  the  advances  by  the  banks,  which  rose  from  kr. 

2.300.000. 000  in  the  middle  of  1918  to  kr.  3,100,000,000  in  the  mid- 
dle of  1919,  and  to  kr.  3,500,000,000  in  the  middle  of  1920  when  they 
reached  the  highest  j)oint  and  caused  prices  and  foreign  exchange 
to  rise,  there  were  various  unfortunate  conditions  in  international 
trade  which  accentuated  the  rise  in  prices  and  the  fall  of  the  krone, 
and  which  could  not  be  offset  by  the  amounts  due  us  from  abroad  at 
the  time  when  the  War  ended.  If  we  calculate  this  amount  at  about 
kr.  800,000,000,  it  will  appear  from  the  official  showing  of  the  bal- 
ance of  ca])ital  as  regarded  foreign  countries  drawn  up  at  the  end  of 
1920,  that  they  had  been  expended,  and  that,  further,  a debt  of 

700.000. 000  had  been  incurred.  In  this  connection  we  must,  however, 
add  that  su])j)lies  had  been  re})lenished,  the  stock  of  cattle  restored, 
that  Sleswig  had  been  jilaced  in  a better  condition  after  the  neglect 
of  the  years  of  war,  and  that  the  compensation  to  Germany  for  the 
taking  over  of  German  government  property  and  the  proportion  of 
the  German  national  debt  had  been  ])aid. 

Meanwhile  rather  an  unfortunate  chano;e  had  occurred  in  the  com- 
position  of  imports,  the  goods  ini])ortcd  by  us  during  1919  and  1920 


THE  YEARS  AFTER  THE  WAR 


525 


being  to  a material  extent  finished  articles,  which  the  Allies,  espe- 
cially in  1919,  were  very  anxious  to  sell  us,  while  during  both  these 
years  we  received  far  smaller  quantities  of  maize,  oil  cake,  and  coal 
than  before  the  War.  At  the  instance  of  the  hanks  negotiations  were 
oj)ened  in  order  to  find  means  to  improve  foreign-exchange  condi- 
tions by  checking  the  import  of  such  foreign  goods  as  were  not 
strictly  necessary,  and  increasing  the  export  of  domestic  goods.  As 
a first  practical  arrangement,  a rationing  of  sugar  was  reintroduced 
in  January,  1920,  while  atteni])ts  to  force  the  export  of  pork  met 
with  Great  Britain’s  unwillino:ness  to  take  more  than  a fixed  small 
quantity.  Furthermore,  a “Joint  Foreign-lMoney  Council”  was  es- 
tablished on  December  14,  1919.  Thus  the  agreements  hitherto  ex- 
isting hetw'een  the  leading  hanks  assumed  a settled  form,  so  that  the 
Council  ])artly  controlled  and  partly  siqqoorted  the  joint  attitude 
taken  by  the  hanks  toward  customers  desiring  foreign  moneys.  The 
business  of  the  Council  was  carried  on  in  this  w'ay:  Representatives 
from  the  leading  hanks — at  first  alone  and  later  on  assisted  by  rep- 
resentatives from  the  business  world — at  daily  meetings  in  the  Na- 
tional Bank  made  joint  decisions  regarding  the  applications  for 
foreign  moneys  received  from  the  customers  of  each  of  the  banks. 

Efforts  w'ei'e  made,  in  the  first  place,  to  limit  imports  of  super- 
fluous goods,  and  to  increase  exports.  The  general  point  of  view'  as 
to  restrictions  on  foreign  moneys,  at  the  time  in  question,  was  that 
by  this  means  the  demand  for  foreign  moneys  might  he  reduced,  and 
the  weakening  of  our  financial  position  caused  by  the  great  influx  of 
commodities  avoided.  While  the  rates  of  exchange  were  rising,  for- 
eign moneys  earned  were  kept  aw'ay  from  the  Danish  market,  and 
everybody  tried  to  procure  as  many  foreign  media  of  payment  for 
future  use  as  possible.  That  a limitation  of  imports  alone,  with  no 
simultaneous  restriction  of  credits,  could  only  have  a passing  effect, 
is  a different  matter ; hut  in  view  of  the  import  conditions  prevailing 
in  the  first  months  of  1920,  a limitation  of  imports  w'ould  surely 
have  been  expedient. 

An  attempt  w'as,  how'ever,  also  made  to  give  the  agreement  between 
the  hanks — made  under  the  auspices  of  the  Joint  Council — the 
greatest  ])ossihle  effect.  After  thorough  discussions  in  the  Council, 
it  was  decided  that  this  object  could  ho  attained  by  providing  that 
no  goods  should  ho  brought  into  the  country,  unless  it  w'as  proved  to 
the  customs  authorities,  by  means  of  a “foreign-money  certificate” 
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issued  by  the  Council,  that  the  Council  had  granted  a permission 
that  covered  payment  of  the  goods  in  question. 

Rut  a bill  to  make  this  law  was  rejected  by  the  Folketing;  and 
when  the  Zahle  Government  was  ousted  and  the  Rigsdag  was  dis- 
solved, this  bill  was  not  brought  in  again. 

After  some  futile  negotiations  with  the  Minister  of  Trade  in  the 
new  Government,  the  Council  was  dissolved  on  June  4,  1920. 

The  banks  had  then,  of  their  own  accord,  to  try  to  get  through  in 
the  best  possible  manner ; and  they  drew  heavily  on  their  foreign  cor- 
res]iondents,  while  the  National  Bank,  as  mentioned,  increased  its 
bank  rate  to  7 per  cent.  But  the  rates  of  exchange  of  the  moneys  of 
the  Western  Towers  rose  rapidly  toward  the  end  of  the  summer  be- 
cause, amongst  other  reasons,  the  large  accounts  which  the  other 
Scandinavian  countries,  and  especially  Norway,  had  with  the  Dan- 
ish banks  were  withdrawn  mainly  in  sterling  for  the  purpose  of  meet- 
ing obligations  for  ships,  etc.  Under  heavy  pressure  from  the  Oppo- 
sition the  new  Government  then  commenced  to  reconsider  the  matter 
of  government  intervention,  and  the  Minister  of  Trade  on  Septem- 
ber 4,  1920,  aj)])ointed  a “Committee  for  the  purpose  of  considering 
the  causes  of  the  ])resent  condition  of  Danish  money  in  the  world 
market,  and  for  the  purpose  of  advising  the  Minister  regarding  ar- 
rangements aiming  at  an  improvement  of  this  situation.”  Conditions 
were  now  much  more  difficult  than  in  the  spring,  the  world  crisis  hav- 
ing already  set  in. 

J'he  Foreien-Exchange  Committee  of  1920. 

Great  Britain  still  maintained  its  restrictions  upon  our  exports  of 
agricidtural  ])roduce;  and  our  manufacturing  industries  were  stag- 
nating on  account  of  the  increasing  scarcity  of  demand,  caused  by 
the  expectation  of  a fall  in  ]u-iccs,  and  imports  of  cheap  goods  which 
were  being  dumped  on  the  market  from  abroad. 

\ majority  of  the  members  of  the  Committee  agreed  upon  a prohi- 
bition of  imports  for  such  goods  as  were  not  absolutely  needed,  and 
upon  an  increased  reduction  of  the  rations  of  sugar,  wheat  flour, 
etc.,  in  order  thereby  to  increase  the  country’s  exports  of  these  goods. 
J'wo  minority  ])arties  took  exception  to  these  regulating  arrange- 
ments; one  of  these  ]>arties  ])ro])osed  an  increase  in  duties,  and  the 
other  that  there  should  be  no  intervention  at  all.  But  one  member  of 
this  minority  held,  however,  that  a restriction  of  the  credits  from  the 
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banks  would  be  a sufficiently  effective  means  by  which  to  improve  the 
Danish  krone  rate. 

The  (iovernment,  whose  sympathy  with  the  arrangements  first 
proposed  must  be  considered  as  rather  slight,  did  not  feel  bound  by 
proposals  made,  but  issued  a statement  to  the  effect  that  for  foreign 
political  reasons,  and  for  reasons  of  customs  practice,  and  otherwise, 
it  considered  it  advisable  only  to  agree  to  a prohibition  of  imports  to 
a considerably  smaller  extent  than  proposed,  and  it  further  thought 
that  the  objects  which  could  be  attained  in  this  manner,  and  also  by 
a further  reduction  of  rations,  would  not  outweigh  the  drawbacks 
attached  to  these  proj)osals.  Neither  could  the  Government  agree  to 
the  proposal  to  increase  duties.  It  stated  that  the  aim  of  the  efforts 
made  must  be  to  give  consumers  the  benefit  of  the  fall  in  prices  on  the 
world  market,  while  at  the  same  time  negotiations  were  carried  on 
with  foreign  countries  for  the  purpose  of  improving  the  possibilities 
of  our  trade. 

Rut  the  fall  in  prices  set  in  and  suspended  imports,  while  at  the 
same  time  exports  were  increasing.  The  excess  of  imports — kr. 
I,f281,()0(),0()0 — ^was  reduced  to  kr.  133,000,000  in  1921.  Further- 
more, large  foreign  loans  were  taken  u}) ; the  balance  of  trade  and 
the  balance  of  payment  were  settled;  and  the  question  of  foreign- 
exchange  conditions  no  longer  engrossed  public  attention. 

'I'he  increase  in  the  external  value  of  the  krone,  as  a result  of  the 
fall  in  prices  at  the  end  of  1920,  was  so  great  that  the  value  of  the 
krone  for  a short  time  approached  the  old  j)ar.  From  November  25, 
1920,  to  January  25,  1921, — in  other  words  in  the  course  of  two 
months, — sterling  exchange  thus  fell  from  25.83  to  18.85.  But  this 
fall  was  caused  by  a complete  disappearance  of  the  demand  for  for- 
eign moneys ; and  as,  of  course,  no  cori’esponding  restriction  of 
credits  coidd  be  made,  foreign  exchange  rose  again.  The  advances  of 
private  banks  from  the  middle  of  1920  to  the  middle  of  1921  were 
thus  only  reduced  by  kr.  50,000,000,  while  the  reduction  in  ad- 
vances made  by  the  National  Bank  was,  comparatively,  greater. 

In  1921  rates  of  exchange  and  prices  reached  such  a low  level  that 
at  the  end  of  the  year  the  wholesale  price-index  number  was  about 
180,  and  sterling  exchange  was  ruling  between  20  and  21.  Prices  and 
rates  of  exchange  were  maintained  at  this  level  during  1922;  but 
there  was  an  u])ward  trend  in  the  course  of  the  year;  and  in  1923 
this  tendency  gained  headway.  The  external  cause  seems  to  have  been 
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unrest  with  regard  to  the  Landmandshank  and  the  reorganization  of 
this,  the  largest  bank  in  the  country,  in  September,  1922  (Act  of 
September  21,  1922).  Rut  the  internal  basis  for  the  increase  had  ex- 
isted before  that  time.  Thus,  the  support  given  by  the  National  Rank 
to  the  Landmandshank  and  to  other  banks  that  were  in  difficulties 
had,  in  the  course  of  1922,  increased  advances  above  the  level  attained 
during  the  boom  period  in  1920;  and  in  the  middle  of  1923  sterling 
exchange  had  again  increased  to  26.  The  great  unrest  this  caused, 
and  the  serious  attacks  to  which  the  National  Rank  was  exposed  on 
this  account,  caused  the  Rank  to  increase  its  hank  rate  from  5 to  6 
])er  cent  on  May  1,  1923.  The  rate  had  on  May  1, 1921,  been  reduced 
from  7 to  61h,  on  July  5 to  6,  on  November  4 to  5k^,  on  April  25, 
1922,  to  5 per  cent,  and  had  there  remained  unchanged  for  upward 
of  a year.  Rut  after  negotiations  with  the  Government — which  had 
not  desired  to  take  such  a step — the  National  Rank  also  called  a 
foreign-money  conference  for  a discussion  of  the  difficult  position 
into  which  the  country  had  again  been  brought. 

The  Foreign-Money  Conference,  1923. 

J'he  conference  which  included  representatives  of  the  banks,  of 
business  in  general,  and  experts  in  financial  theory,  prepared  a joint 
re])ort  on  October  24,  1923.  Roth  the  negotiations  of  the  conference 
and  the  joint  re]>ort  bore  witness  to  the  fact  that  the  same  decisive 
im])ortance  for  the  value  of  the  krone  was  not  now  attached  to  the 
balance  of  trade  as  had  been  the  case  in  previous  foreign-money  nego- 
tiations, and  that  the  influence  of  the  credit  ])olicy  as  a concurrent 
factor  was  recognized  to  a greater  extent  than  hitherto.  This  was 
directlv  ex])ressed  hv  the  fact  that  the  conference,  besides  advising 
])rovisional  arrangements  for  the  reduction  of  imports  and  consump- 
tion, also  pro{)(),sed  the  establishment  of  a foreign-exchange  equaliza- 
tion fund  of  £5,()()0,000,  whereby  means  were  to  be  given  to  the 
National  Rank  to  neutralize  chance  fluctuations  of  the  rates  of  ex- 
change, and  whereby,  chiefly,  some  certainty  might  be  created  that 
the  Government  which  was  to  contribute  to  the  fund,  as  were  the 
leading  hanks,  would  feel  thereby  hound  to  render  assistance  to  these 
hatd-LS  by  pursuing  a fiTiancial  ])olicy  which  would  reduce  the  demands 
of  the  Treasury  on  the  credit  market,  and  thus  make  it  easier  for  the 
hanks  to  meet  fhe  demands  which  on  the  whole  were  made  on  them. 
Ry  an  act  of  November  16,  1923,  the  equalization  fund  was  estab- 
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lished  as  an  Anglo-American  cash-credit  of  £5,000,000 ; this  brought 
it  about  that  sterling  exchange,  which  on  November  9 had  risen  to 
kr.  20.50,  in  the  course  of  a few  days  had  receded  to  about  kr.  24*. 50. 
Rut  otherwise  no  arrangements  were  made.  The  public,  consequently, 
did  not  feel  sufficiently  confident  that  the  value  of  the  krone  had  been 
finally  settled.  And  the  demand  for  foreign  media  of  payment  became 
so  heavy  that  the  fund  was  exhausted  in  the  course  of  a short  time. 
From  January  19  the  National  Bank,  therefore,  ceased  to  give  out 
sterling  from  the  fund  at  kr.  24?. 50  and  sterling  again  rose  till  on 
March  11  it  reached  kr.  28. 

Under  these  circumstances,  and  not  till  then,  did  the  National 
Bank,  on  January  16,  1924?,  raise  its  hank  rate  from  6 to  7 per  cent; 
and  the  Government  brought  in  a hill  which  became  law  on  February 
1,  1924,  providing  for  an  increase  of  the  customs  duties  on  a number 
of  “luxury  articles”  (fruit,  silks,  furs,  liquors,  and  tobacco).  As  men- 
tioned, the  yalue  of  the  krone  fell  in  spite  of  these  yarious  arrange- 
ments, and  on  March  5,  1924,  the  Goyernment  accordingly  brought 
in  a number  of  bills  aiming  at  new  increases  in  customs  duties  on 
various  commodities,  besides  the  assessment  of  a currency  tax,  su})- 
|)lementary  to  the  income  tax  whereby  it  was  thought  possible  to 
diminish  the  surplus  ])urchasing  jiower.  Furthermore,  the  establish- 
ment of  a “Foreign-Money  Office”  was  proposed.  Only  one  of  these 
bills,  namely  that  creating  the  Foreign-Money  Office,  became  law, 
by  the  Act  of  March  29,  1924, — whereu})on,  on  A]jril  10,  the  Goy- 
ernment lost  its  majority  and  was  succeeded  by  a Social  Democratic 
Government. 

The  Reduction  of  the  Credits  of  the  National  Bank  in  1924. 

When  these  bills  were  brought  in,  the  National  Bank,  according 
to  an  agreement  with  the  Government,  had  on  March  6,  1924,  .sent  a 
circular  letter  to  all  the  monetary  institutions  of  the  country,  in 
which  the  Bank  stated  that  it  felt  the  greatest  reluctance  to  grant 
new  credits  and  ])rolong  those  existing,  and  insisted  on  the  monetary 
institutions  doing  the  same  for  their  part.  This  was  another  step 
toward  putting  credit  ])olicy  in  its  j)roper  place  among  foreign- 
money  arrangements.  When  the  Foreign-Money  Ofiice,  whose  task  it 
])resumably  was  to  superintend  the  foreign-money  market,  and  which 
in  ])articular  cases  could  demand  that  foreign  moneys  be  turned  over 
to  the  ecpialization  fund,  entered  on  its  operations,  sterling  again 
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dropped  somewhat.  In  the  first  place,  some  foreign  currency  ap- 
peared on  the  market,  and,  next,  the  centralization  of  the  trade  in 
foreign  money  in  a few  hanks  and  hankers,  as  enjoined  by  the  For- 
eign-IMoney  Office,  caused  the  trade  in  foreign  money  to  become  more 
settled.  Rut  now,  too,  the  improvement  was  only  of  short  duration. 
Not  till  August  was  there  any  reduction  in  the  advances  of  the  Na- 
tional Rank,  and  as  in  wide  circles  a reduction  of  imports  was  con- 
sidered to  he  of  vital  importance  for  the  establishment  of  a higher 
value  of  the  krone,  and  as  the  new  Government  had  not  been  able  to 
effect  such  a reduction  of  imports,  the  rates  of  exchange  of  foreign 
moneys  rose  again.  In  order  to  prevent  the  demand  for  foreign 
moneys  from  being  enhanced  through  speculation  the  National  Rank, 
in  agreement  with  the  Foreign-Money  Office,  maintained  a sterling 
exchange  rate  of  upward  of  kr.  25.50  during  May  and  the  greater 
part  of  June.  Rut  by  then  the  funds  of  the  Rank  were  so  far  ex- 
hausted that  it  became  necessary  to  suspend  this  artificial  fixing  of 
the  rate ; and  as,  at  the  same  time,  the  Iligsdag  was  prorogued  with- 
out having  arrived  at  any  decision',  the  rate  of  exchange  again 
went  u])  and  on  August  12  reached  kr.  28.25. 

The  Foreign-Money  Council  of  1924!. 

Under  these  circumstances  the  Government,  in  July,  1924,  again 
called  a conference  of  business  and  government  representatives — the 
“Foreign-Money  Council” — to  discuss  conditions.  The  negotiations 
of  the  Foreign-Money  Council  formed  the  basis  of  an  act  of  Decem- 
ber 20,  1924.  Pursuant  to  this  act  the  National  Rank  was  hound — 
during  the  two  years  ending  January  1,  1927 — to  reduce  dollar  ex- 
change from  5.80,  at  which  it  had  been  at  the  time  when  the  Act  was 
u})  for  reading,  to  5.32,  i.e.,  to  raise  the  krone  to  a gold  value  of  70 
ore.  Negotiations  had  been  carried  on  in  the  Council,  just  as  previ- 
ously in  the  foreign-money  conference,  regarding  a possible  fixing  of 
the  krone  at  a gold-par  value  lower  than  the  old  one.  Rut  then,  as 
now,  the  (juestion  was  shirked.  To  assist  the  National  Rank  in  meet- 
ing tlie  obligation  imposed  upon  the  Rank  by  the  Act,  it  was  further 
])rovided  that  the  Government,  by  imposing  extraordinary  taxes, 
was  to  find  the  means  wlierewith  to  re]iay  the  loan  of  kr.  40,000,000 
wliich  it  had  had  from  the  Rank,  in  order  to  he  able  to  place  new  capi- 
tal at  the  disposal  of  the  iMmhiiaiulshank  at  the  time  of  its  reorgani- 
zation in  1922.  Tlierehy  the  reduction  of  credits  was  to  he  greatly 
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advanced.  In  addition,  tlie  Goverinncnt  gave  a guarantee  for  a casli 
credit  of  $4(),(K)(),()0()  assumed  by  the  liank,  and  for  the  renewal  of 
the  £5,000,000  of  the  equalization  fund. 

The  Foreign-Money  Act  of  1921;. 

For  the  first  time  the  Government  had  now,  with  real  energy, 
adopted  a foreign-money  plan.  The  requisite  confidence  was  created 
both  in  the  country  itself  and  abroad.  And  as  the  arrangements  made 
must  also,  for  the  first  time,  be  said  to  have  been  financially  rational, 
more  particularly  because  of  the  fact  that  the  responsil)ility  for  the 
compliance  with  the  arrangements  had  been  placed  in  the  only  quar- 
ter which  could  carry  it  through,  namely  the  National  Rank,  a con- 
siderable inqjrovement  in  the  value  of  the  krone  set  in.  Tliis  was  also 
doubtless  caused  by  the  fact  that  from  August,  1921,  the  National 
Rank  commenced  to  call  in  loans.  Furthermore,  the  happy  circum- 
stance that  the  relation  between  inq)ort  and  export  prices  shifted  in 
favor  of  ex])orts  helped  in  1925,  so  that  now  the  balance  of  trade 
aided  the  money  market  in  a natural  manner.  In  the  course  of  the 
spring  of  1925,  dollar  exchange  gradually  declined,  and  in  May  it 
passed  kr.  5.32,  which  was  to  have  been  reached  not  later  than  Janu- 
ary 1,  1927 ; and  in  September  the  krone  had  reached  a gold  value 
of  more  than  90  ore.  As  the  predominant  desire  both  of  the  Rigsdag 
and  of  business  was  to  have  the  krone  brought  to  par,  and  as  there 
were  demands  from  almost  all  sides  that  the  present  value  of  the  krone 
must  not  again  be  diminished,  the  National  Rank  was  obliged,  by  an 
act  of  December  15,  1925,  to  maintain  a maximum  dollar  rate  of 
4.20,  which  corresponded  to  giving  the  krone  a value  of  88%  gold 
ore.  When,  in  February,  1926,  the  retail  ])rice-index  number  had  been 
reduced  to  194,  a new  fall  in  foreign  exchange  occurred,  which 
brought  the  value  of  the  krone  up  to  a few  ore  below  par.  So-called 
“speculation,”  i.e.,  advance  selling,  e.specially  of  sterling,  which  had 
been  ])”acticed  both  abroad  and  within  the  country,  and  which  had 
accelerated  the  rise  of  the  krone,  in  connection  with  the  quicke.st  pos- 
sible calling  in  of  all  foreign  media  of  payment  earned,  had  again 
been  in  o])eration,  and  had  caused  an  increase  in  the  debt  of  the  Dan- 
ish banks  to  foreign  countries.  This  debt  had  culminated  in  Septem- 
ber, 1925,  at  about  kr.  200,()00,000,  but  had  since  been  reduced  to 
about  kr.  145,000, 000,  at  the  end  of  January,  1926.  Now,  in  Fel)ru- 
ary,  it  rose  to  kr.  160,000,000.  Rut  it  gradually  decreased.  A fav'or- 
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able  balance  of  trade,  and  the  fact  that  the  banks  had  held  the  for- 
eign moneys  received  available  for  repayments  to  foreign  countries, 
allowed  such  liquidation  to  take  place  witliout  difficulty,  even  if  the 
country,  of  course,  had  to  pay  the  owners  of  such  krone  accounts  the 
profits  incidental  to  the  rise  in  the  value  of  the  krone ; which  profit, 
so  far  as  the  foreign  creditors  were  concerned,  was  estimated  at 
about  kr.  ^0,000,000. 

The  Resumption  of  the  Gold  Standard. 

By  an  act  of  December  27,  1926,  the  right  to  convert  notes  into 
gold,  at  the  gold  value  of  the  old  coinage  act  was  reintroduced ; 
the  value  of  gold  being  kr.  2,480  per  kilogram  of  fine  gold.  But 
the  Gold  Standard  became  a kind  of  gold-bullion  standard,  in  so  far 
as  the  National  Bank  was  bound  to  redeem  its  notes  in  gold  only 
when  notes  were  delivered  in  amounts  of  kr.  28,000  or  multiples  of 
this  amount. 

Along  with  the  reintroduction  of  the  Gold  Standard  the  provi- 
sional amendments  to  the  regulations  for  the  cover  of  notes  lapsed; 
and  the  Act  of  July  12,  1907,  came  into  force  again  with  its  provi- 
sions for  a 50  ])cr  cent  gold  reserve. 

It  must  also  be  said  that  the  question  of  silver  coin  was  still  causing 
difficulties,  because  its  silver  value  made  it  advantageous  to  melt  it 
down,  and  an  act  of  May  1,  1920,  therefore,  made  it  ])ossible  to  coin 
50,  25,  and  10  ore  }>ieces  of  cu])ro-nickel.  One-  and  two-krone  pieces 
were  not  coined  at  all,  but  were  replaced  in  the  circulation  by  one- 
krone  notes.  But  another  fact  still  made  it  difficult  to  secure  the  neces- 
sary su|)plies  of  coins,  namely  the  much  higher  value  of  Swedish  coin  ; 
and  as  extensive  smuggling  took  place  in  s])ite  of  embargoes  and  an 
energetic  control,  an  agreement  was  made  for  an  amendment  to  the 
Scandinavian  IMonetary  l^nion  according  to  which  each  country  be- 
lono'intr  to  tbe  union  was  authorized  to  coin  token  money,  which 
should  oidy  circulate  and  be  valid  within  its  own  boundaries.  Thereby 
the  Monetary  Ihuon  was  made  to  a])ply  to  standard  coin  only;  and  in 
this  connection  it  must  even  be  noted,  that  Sweden,  since  her  return 
to  the  Gold  Standard  in  the  s})ring  of  1924,  has  ])ermitted  only  the 
Swedish  Riksbank  to  imj)ort  gold. 


CHAPTER  VI 

CONCITTSION 


1.  Persons  and  Politics. 

The  Royal  IMessage. 

Till',  ]{oyal  Message  of  August  1,  1911,  was  a beautiful  and  a genu- 
ine ex})ression  of  the  anxiety  of  the  Danish  })eo})le  and  of  their  unani- 
mous desire  to  keep  Denmark  out  of  the  War ; and  their  anxiety  was 
so  much  the  greater,  since  to  the  general  human  sym])athy  with  the 
])eoples  of  the  countries  at  war,  there  was  added  the  thought  of  the 
fate  which  had  befallen  the  Dane^  in  Sleswig,  both  at  home  and  as 
soldiers  in  the  German  army.  The  desire  to  keep  Denmark  from  par- 
ticipating in  the  War  was  also  so  much  the  greater,  as  all  Danes — 
regardless  of  their  feelings  for  or  against  any  of  the  belligerent 
])owers— considered  it  of  vital  imj)ortance  for  Denmark’s  future 
existence  as  an  independent  nation  that  it  should  not  throw  in  its 
lot  with  either  of  the  great  contending  grou})S. 

This  concord,  and  the  pressure  of  the  enormous  danger  to  which 
everybody  felt  that  the  country  was  exj)osed,  unquestionably  ex- 
plained why  none  of  the  ])olitical  parties  in  Oj)})Osition  desired  any 
change  in  the  composition  of  the  Goyernment  during  those  first  days 
of  August,  191 4,  in  spite  of  the  willingness  of  the  Zahle  cabinet  to 
discuss  the  formation  of  a coalition  cabinet. 

The  Negotiations  of  xVugust  5,  1914. 

d'he  knowledge  of  these  ])olitical  negotiations  is  rather  general  be- 
cause of  the  fact  that  they  are  contained  in  the  report  of  the  Military 
Commission  of  1919,  together  with  an  account  of  the  negotiations  as 
to  whether  Denmark  should  bar  the  entrance  to  the  Baltic  by  mines, 
and  tlius  take  steps  which  Great  Britain  might  consider  to  be  an  un- 
friendly act,  or  let  Germany  do  so,  and  in  this  laying  of  mines  run 
the  risk  ot  a violation  ot  our  neutrality,  the  ])rotest  against  which 
might  inyolve  the  country  in  the  War.  The  minutes  of  the  debate  of 
the  State  Council  show  that  the  King  was  in  favor  of  Denmark’s  un- 
dertaking the  laying  of  the  mines,  and  this  adliesion  to  the  original 
standpoint  ot  the  Government  became  decisive.  Although  it  appears 


534 


DENMARK  IN  THE  GREAT  WAR 


that  the  Government  and  perhaps  especially  Mr.  Scavenius,  the  Sec- 
retary for  Foreign  Affairs,  in  the  first  place  considered  it  right  that 
Denmark  should  lay  the  mines,  and  in  the  second  place  considered  it 
im])ossihle  to  postpone  the  decision  until  attempts  had  been  made  to 
learn  the  attitude  of  the  Allies,  the  feelings  of  the  principal  leaders 
of  the  Opposition  were  so  divided,  that  it  would  probably  have  been 
impossible  for  the  Government  to  carry  its  point  without  the  support 
of  the  King.  Even  though  little  is  known  of  the  details  of  the  political 
actions  of  the  Foreign  Secretary  during  the  War,  it  was  probably 
characteristic  of  his  policy,  that  from  the  first  day  he  attached  such 
a paramount  importance  to  the  fact  that  a firm  attitude  should  be 
taken  and  a decision  made  in  accordance  with  it.  Thereby  a steadi- 
ness was  created  in  the  handling  of  foreign  affairs  that  undoubtedly 
was  of  the  greatest  importance  in  all  the  difficult  negotiations  with 
the  two  belligerent  groipis  of  powers. 

As  in  the  course  of  a few  days  it  appeared  that  the  Allies  would 
not  raise  any  objection  to  Denmark’s  mine-blockading  operations, 
the  country’s  chief  political  interest  turned  to  questions  of  foreign 
trade  and  domestic  supplies,  regarding  which  negotiations  with  the 
belligerent  powers  had  been  opened;  as  also  the  maximum-price 
policy  which  caused  the  great  grain  debate  in  the  Folketing  in  Janu- 
ary, 1915.  During  this  debate  the  Home  Seci’etary,  Mr.  Rode,  set 
forth  the  demand  that  “bread  must  be  given  us  by  the  farmers  at  an 
endurable  price.”  A limitation  of  the  rise  in  the  price  of  butter,  pork, 
and  eggs  had  not  yet  been  thought  of ; but  the  price  of  bread  must  be 
kept  down. 

Rut  still,  despite  the  violent  and  at  times  highly  political  character 
of  the  grain  debate,  there  was  no  serious  question  of  acting  against 
the  Government.  Not  till  1916  did  the  question  of  a change  in  the 
conq^osition  of  the  Ministry  come  to  the  fore,  and  the  cause  thereof 
was  the  bill  calling  upon  the  Rigsdag  to  sanction  the  giving  up  of 
Danish  territory. 

J’he  Cession  of  the  Danish  West  Indies. 

On  August  7,  1916,  the  Foreign  Secretary  sent  a bill  to  the 
Speakers  of  the  two  Houses  regarding  the  cession  to  the  United 
States  of  the  Danish  West  Indies;  and  at  the  first  reading  the  For- 
eign Secretary  stressed  the  fact  that  the  terms  obtained  were  favor- 
able, in  so  much  as  the  United  States  as  a com])cnsation,  inter  aim. 
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was  to  j)ay  $25,000,000 ; but  “these  favorable  terms  would  not  have 
caused  the  Government  to  assume  any  attitude  toward  this  question 
other  than  its  former  one  if  the  Government  had  not  become  con- 
vinced that  continued  possession  of  these  far-off  islands  embodied  a 
risk,  and  possibly  an  element  of  danger  to  the  State  of  Denmark,  in 
so  much  as  the  latter  under  certain  circumstances  might  become  in- 
volved in  international  complications,  and  that  this  was  an  untenable 
])osition.”  On  the  ]>art  of  the  Opposition  it  was  not  desired  to  have 
this  question  settled  by  the  present  Rigsdag.  On  account  of  its  im- 
portance it  was  felt  it  ought  to  be  decided  by  a Rigsdag  elected  in 
accordance  with  the  new  Constitutional  Act  of  June  5,  1915.  The 
negotiations  which  thereupon  took  place  in  accordance  with  the 
wishes  of  the  King,  were  very  difficult  because  of  the  fact  that  the 
government  parties  considered  it  to  be  of  vital  im})ortance  that  the 
Foreign  Secretary  should  continue  to  hold  office  in  a possible  new 
government,  either  as  Foreign  Secretary  or  as  Premier,  which  the 
Left  would  not  agree  to.  Furthermore,  the  Opjjosition  desired  that 
each  of  the  four  political  parties  should  have  three  representatives 
in  the  Ministry,  whereas  the  government  parties  desired  to  have 
seven  representatives  and  leave  the  other  two  parties  only  six.  As, 
on  the  other  hand,  the  government  parties  and  the  Conservatives 
considered  that  an  election  would  at  that  time  be  exceedingly  unfor- 
tunate, as  a discussion  of  the  foreign  policy  of  the  country  could  not 
then  he  avoided,  the  parties  agreed  that  the  Left,  the  Conservative 
Party,  and  the  Social  Democratic  Party  should  each  nominate  repre- 
sentatives whom  the  King  would  then  appoint  ministers  without  port- 
folios, and  who  would  participate  in  the  Cabinet  and  the  State  Coun- 
cil meetings.  Thus  a more  intimate  cooperation  between  the  Govern- 
ment and  the  Rigsdag  was  effected.  On  September  JO,  1916,  when 
the  Act  calling  for  a Referendum  on  the  cession  of  the  Islands  was 
given  the  Royal  Assent,  the  King  appointed  J.  C.  Christensen,  Chr. 
M.  Rottboll,  and  Th.  Stauning  ministers.  The  referendum  approved 
the  cession  of  the  Islands,  a general  election  was  again  postponed, 
and  a new  state  of  “domestic  party  peace”  was  created. 

Put  in  January,  1918,  ^Minister  Christensen  insisted  on  resigning. 
INIinister  Rottboll  also  I’esigned,  the  Constitutional  Act  of  June  5, 
1915,  was  brought  into  effect,  and  a general  election  to  the  Rigsdag 
followed.  At  the  election  71  out  of  the  140  seats  of  the  Folketino;  were 
won  1)}^  the  former  government  parties;  and  with  them  was  one  more 
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member  who  was  in  the  same  electoral  group  as  the  Radical  Left. 
Thus,  the  Zahle  Government  had  again  obtained  a majority  in  the 
I'olketing,  and  the  collaboration  with  the  Social  Democrats  was  em- 
phasized by  the  fact  that  IMr.  Stauning  remained  a ^Minister  without 
})ortfolio,  and  later  on  took  charge  of  social  welfare  affairs  in  the 
Home  Office. 


The  Political  Crisis  of  1919. 

When  the  War  ended,  in  November,  1918,  the  Allies  did  not,  it  is 
true,  raise  the  blockade  against  Germany,  but  it  became  possible  in 
many  ways  to  act  more  freely  ; and  in  any  case  the  dissatisfaction  with 
the  intervention  of  the  Government  in  business,  which  had  been 
smoldei'ing  in  many  places  now  took  fire,  and  it  was  asserted  that 
now  when  the  War  was  over,  the  old  liberty  of  pre-war  days  must 
return.  At  the  same  time  the  defeat  of  the  Central  Powers  and  the 
consequent  revolution  and  demobilization,  caused  an  enormous  un- 
rest in  labor  circles,  which  also  infected  this  country;  and  as  the  rise 
in  ])rices  almost  immediately  after  the  conclusion  of  the  armistice 
increased  at  an  unprecedented  rate,  it  was  impossible  for  the  parties 
that  had  maintained  that  tlie  Government  had  the  right  and  the 
duty  to  limit  the  exploitation  of  the  consumers  by  the  producers  and 
by  trade,  to  submit  to  the  demand  for  a reestablishment  of  the  lib- 
erty of  business. 

The  great  conflict  between  these  two  forces  resulted  in  the  political 
crisis  of  1919.  When,  on  February  12,  1919,  IMr.  Braudes,  the  Min- 
ister of  Finance,  submitted  a bill  to  the  Folketing  calling  for  a domes- 
tic national  loan  of  kr.  120,000,000,  the  amount  necessary  to  cover 
the  deficit  of  the  fiscal  vear  1918-1919,  discontent  had  become  intense, 
and  was  blended  with  other  feelings  which  were  already  breaking 
through — the  dissatisfaction  of  middle  class  and  farmers  with  the 
workman  on  account  of  his  demands  and  his  increasingly  frequent 
sti’ikes,  and  the  disinclination  in  manv  quarters  to  let  this  govern- 
ment cai’ry  on  the  final  negotiations  for  the  return  of  Sleswig.  The 
national  loan  bill  was  passed  bv  the  Folketing;  whereas  the  Opposi- 
tion brought  in  a bill  in  the  Landsting  and  had  it  passed,  tor  the 
abrogation  of  the  Act  of  August  7.  But  this  latter  bill  was  blcK'ked 
by  the  Folketing. 

i\n  agreement  was  not  arrived  at,  and  as  the  T.andsting  had  not 
])assed  the  national  loan  bill  “within  the  time  fixed  in  the  agreement 
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made  witli  the  leading  banks  of  Copenhagen,”  the  Minister  of  Fi- 
nance withdrew  the  hill  at  the  meeting  of  the  Landsting  on  February 
28.  At  the  meeting  of  the  State  Council  on  March  1 the  Government 
submitted  its  resignation  to  the  King.  After  various  negotiations,  on 
INIarch  18  the  Government  withdrew  its  resignation;  and  on  INIarch 
21  the  national  loan  hill  was  again  introduced  in  the  liandsting,  with 
a hill  for  the  licjuidation  of  the  Act  of  August  7.  These  two  hills 
were  passed  by  the  lligsdag  and  were  given  the  Royal  Assent  on 
A})ril  1 and  11,  respectively.  With  that  the  crisis  ended. 

The  year  which  elapsed  before  the  final  overthrow  of  the  Govern- 
ment was,  first,  marked  by  an  increasing  dissatisfaction  in  certain 
cpiarters  with  the  stand  taken  by  the  Government  on  the  Sleswig 
question.  Rut,  furthermore,  a great  unrest  j)revailed  in  the  labor 
market,  which  resulted  in  lengthy  strikes  of  a syndicalist  nature,  of 
which  the  strikes  in  particular  in  the  port  of  Co})enhagen,  and  the 
incidental  difficulties  in  maintaining  the  agi’icultural  exports,  caused 
much  I’esentment,  especially  in  the  rural  districts.  It  was  clear,  there- 
fore, that  the  community  was  charged  both  with  social  and  political 
explosives,  and  that  the  ])olitical  crisis  of  Februarv  and  INIarch, 
1919,  had  been  onlv  the  forerunner  of  more  serious  events.  One  oc- 
curred on  INIarch  27,  1920. 

On  November  18,  1919,  the  Government  had  laid  before  the  Fol- 
keting  a hill  for  an  amendment  of  the  Flection  Act;  but  no  agree- 
ment could  he  arrived  at  with  the  0])position,  and  the  Government 
could  not  order  a general  election  till  this  matter  had  been  settled.  On 
March  27,  1920,  sittings  were  suspended  for  Easter.  On  March  29 
an  announcement  was  made  from  Amalienhorg  to  the  effect  that  the 
King  had  dismissed  the  Zable  Ministry.  The  new  ministry  was  oidy 
appointed  on  March  80,  when  Mr.  Liehe,  barrister,  became  Premier. 
Not  a member  of  the  new  cabinet  had  previously  taken  part  in 
]>ractical  politics.  The  Premier  had,  when  acting  as  public  prosecutor 
in  the  case  of  a breach  of  the  “chain  transaction”  ordinance,  con- 
ducted rather  a defensive  ])rosecution — which,  however,  had  re- 
sulted in  a conviction, — and  his  being  made  Premier  was,  therefore, 
hound  to  he  felt  as  a challenge  to  the  ])arties  whose  government  had 
been  overthrown  by  an  un})arliamentary  action.  Events  now  devel- 
oped at  a tremendous  rate.  On  the  evening  of  INIarch  29  the  Social 
Democrats  had  demanded  that  the  King  should  reinstate  the  Zable 
Cabinet  and  summon  the  Rigsdag  for  the  j)urpose  of  putting  through 
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the  election  bill ; and  they  threatened  to  declare  a general  strike,  if 
these  demands  were  not  met  before  IMarch  30  at  9.30  a.m.  When  the 
Liebe  Government  had  been  appointed  on  March  30,  efforts  were 
made  to  have  the  Government  appear  in  the  Folketing.  Rut  these 
were  not  successful.  Furthermore,  the  Speaker  of  the  Folketing  after 
coxisulting  with  the  Premier  refused  to  summon  it;  and  the  Coopera- 
tive Trade  Unions  consequently  resolved  to  declare  a general  strike, 
effective  on  April  6,  to  compel  its  summoning.  On  March  27  the  Em- 
ployers’ Association  had  declared  a lockout,  as  from  April  9,  and 
thus  the  political  struggle  had  become  linked  with  a labor  struggle  of 
an  unprecedented  extent,  a natural  consequence  of  the  intimate  feel- 
ing of  common  interests  which  was  so  deeply  rooted  in  the  social  ten- 
sion and  the  struggle  against  the  Zable  Government.  Prominent  men 
outside  of  political  circles  now  made  the  greatest  efforts  to  avoid  this 
general  conHict.  And  when  the  municipal  council  of  Copenhagen  also 
requested  the  King  to  find  means  by  which  to  avert  the  imminent  dis- 
aster, the  King  on  April  3 at  9.00  p.m.  summoned  the  leaders  of  the 
])olitical  ])arties  to  Amalienborg.  The  negotiations  lasted  all  through 
the  night  preceding  Easter  Sunday,  and  next  day  the  Liebe  Cabinet 
resigned,  on  the  request  of  the  King.  A new  cabinet  was  appointed 
when  the  representatives  of  all  the  parties  had  promised  the  King  to 
cooperate  with  the  new  Government,  which  was  to  see  to  it  that  the 
Rigsdag  resumed  its  sittings  and  its  work  on  the  election  bill  in  order 
that  a general  election  could  be  held  as  soon  as  possible.  At  the  same 
time,  the  labor  struggle  was  called  off.  The  general  election  was  held 
on  April  2()  and  was  a decisive  defeat  for  the  parties  of  the  former 
Government. 

In  conformity  with  the  result,  a cabinet  under  IMr.  Neergaard  was 
a])pointed  on  May  5,  1920.  This  was  a pure  I>eft  Government  made 
u|)  of  the  rural  middle  classes,  which  had  been  joined  by  great  sec- 
tions of  large  and  small  landowners,  who  generally  did  not  vote  for 
the  candidates  of  the  licft.  Furthermore,  the  Government  was  sup- 
])orted  by  the  big  business  men  and  manufacturers  of  the  towns.  Its 
task  was,  first,  to  bring  about  industrial  peace,  to  help  to  bring 
about  somefhing  that  was  already  under  way — the  end  of  the  Gov- 
ernment’s interferences  with  business  during  the  War, — and  to  cut 
down  the  allowances  advanced  for  the  i-elief  of  the  high  cost  of  living, 
of  unemployment,  etc. 
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Danish  Governments  after  19^20. 

Conditions  could  not,  however,  be  restored  to  normal  as  quickly  as 
was  desired ; and  since  in  addition  to  other  difficulties  there  were  now 
joined  those  caused  by  the  depreciation  of  the  value  of  the  krone,  dis- 
satisfaction with  the  new  Government  also  grew.  By  the  elections  of 
192-1  it  lost  its  majority,  whereupon  a Social  Democratic  Cabinet, 
headed  by  Mr.  Stauning,  assumed  power.  After  several  futile  at- 
tempts to  solve  the  exchange  problem,  an  understanding  with  regard 
to  the  Foreign-INIoney  Act  of  192-1  was  arrived  at,  by  the  cooperation 
of  the  Government  and  the  I^eft.  But  the  subsequent  deflation  of  the 
currency  again  caused  great  financial  difficulties,  and  as  the  Staun- 
ing Government  could  find  no  support  for  the  bills  brought  in  to 
counteract  the  crisis,  the  Government  dissolved  the  Folketing  in 
November,  192().  It  became  a minoritv  as  a result  of  the  elections 
held  in  December.  And  the  Left  again  assumed  power,  with  Mr. 
Madsen-lNIygdal  as  Premier. 


2.  Agriculture  and  Manufactures. 

Production. 

In  the  table  below  will  be  found  production  figures  for  agriculture, 
dairying,  hog  raising,  etc. : 


1012 

lOU 

1915 

1916 

1917 

1918 

1919 

1920 

Area  under  Crop, 

in  1.000  hectares. 

Wheat 

51 

62 

67 

61 

53 

57 

52 

66 

Rye 

246 

224 

211 

195 

177 

220 

236 

210 

Harley 

241 

253 

260 

256 

240 

223 

237 

237 

Oats 

428 

418 

414 

422 

397 

379 

403 

405 

Mixed  grain 

180 

180 

180 

185 

195 

194 

202 

189 

Potatoes 

61 

65 

67 

64 

58 

75 

96 

88 

Fodder  beets 

262 

278 

286 

279 

278 

275 

290 

280 

Sugar  beets 

32 

32 

32 

31 

31 

36 

42 

39 

Yield  per  hectare,  in  kilograms. 

Wheat 

29.6 

29.1 

32.7 

26.7 

22.0 

30.3 

32.0 

28.4 

Rye 

17.5 

14.7 

16.0 

14.1 

12.8 

14.7 

16.7 

15.1 

Barley 

22.9 

19.6 

23.8 

20.8 

16.2 

21.0 

22.5 

21.6 

Oats 

17.5 

16.4 

18.4 

17.8 

13.8 

15.9 

17.1 

16.9 

Mixed  grain 

20.4 

17.9 

20.0 

18.8 

14.1 

16.8 

19.4 

18.5 

Potatoes 

136 

154 

161 

105 

150 

148 

150 

136 

Fodder  beets 

449 

415 

472 

416 

4.52 

447 

412 

423 

Sugar  beets 

317 

312 

257 

234 

287 

261 

244 

220 

Crop  units 

2.85 

2.49 

2.73 

2.59 

2.05 

2.43 

2.64 

2.55 
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1912 

1914 

1915 

1916 

1917 

1918  1919 

1920 

Grain  and  Fodders 

Available,  in  millions  of 

kilograms. 

Grain  and  beets,  home  grown 

56.2 

47.7 

53.4 

52.3 

40.3 

43.8 

50.2 

50.5 

Hay  and  green  fodder 

15.1 

15.4 

14.9 

15.5 

15.7 

15.7 

14.1 

15.4 

Imported  grain  and  fodder 

14.2 

11.4 

17.7 

12.4 

4.9 

-^0.1 

5.3 

6.7 

Total 

85.5 

74.5 

86.0 

80.2 

60.9 

59.4 

69.6 

72.6 

Number  of  liogs,  in  millions 

2.1 

2.5 

1.9 

Pork  Production. 
2.0  1.7 

0.6 

0.7 

1.0 

Exports  of  pork,  in  million 
kilograms 

128 

147 

136 

105 

82 

3 

1 

42 

Cattle,  in  millions 

2.4 

2.5 

Other  Meats  and  Dairy  Produce. 
2.4  2.3  2.5  2.1 

2.2 

2.5 

E.xports  of  live  and  dressed 
beef,  in  million  kilograms 

57 

64 

92 

94 

92 

42 

16 

33 

Milch  cows,  in  millions 

1..3 

1.3 

1.3 

1.1 

1.1 

1.0 

1.0 

1.1 

'^'ield  ])er  cow,  in  kilograms 

25.2 

26.4 

25.7 

25.9 

24.1 

18.3 

16.6 

21.4 

Milk  jiroduction,  in  million 
tons 

3.4 

3.5 

3.2 

3.0 

2.8 

1.8 

1.9 

3.0 

Butter  production,  in  million 
kilograms 

110 

115 

110 

100 

85 

58 

61 

90 

Butter  exports,  in  million 
kilograms 

85 

95 

102 

96 

62 

15 

37 

75 

.Selling  price  per  tonde  hnrt- 
kurn,  or  “tax  acre,”  includ- 
ing both  buildings  and 
land,  in  thousand  kroner 

8.8 

9.0 

9.6 

10.8 

12.9 

14.8 

13.8 

111  the  figures  given  for  the  area  under  crop  it  must  be  observed 
tliat  no  estimate  was  made  of  crop  areas  between  1912  and  1915, 
and  consequent! V the  figures  for  1914  are  only  approximate.  The 
sbiftings  between  the  wheat  and  rye  areas  are  a continuation  of  the 
trend  of  the  vears  immediatelv  preceding,  which  perliaps,  so  far  as 
rye  is  concerned,  was  somewhat  increased  liy  the  fact  that,  according 
to  the  census  of  1915,  it  was  a question  only  of  the  area  on  which 
rye  was  grown  till  it  was  rijie,  and  not  as  hitherto  the  whole  area 
sown  with  rye.  d’hus  the  areas  which  were  sown  with  rye,  which 
during  the  dry  and  early  jiart  of  the  summer  had  been  used  for  fod- 
der in  its  green  state,  were  not  included  in  the  estimate  made  in 
duly.  Corresponding  conditions  may  have  caused  the  heavy  reduc- 
tion of  the  area  sown  with  oats.  From  1915  to  1916  there  was  a re- 
duction in  the  wheat  area  and  again  a reduction  in  the  rye  area, 
while  the  barley  area  remained  almost  stationary,  and  the  area  sown 
with  oats  increased,  d'hat  the  maximum-price  policy  was  of  some 
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value  a])pears  from  the  fact  tliat  the  rye  areas  increased  from  1917 
to  1918,  when  the  j)rice  of  rye  rose  from  kr.  12^2.50  to  kr. 
while  the  spring  wheat  areas  again  show  a decline,  k’roin  1918  to 
1919  there  was  an  increase  in  all  the  grain  areas,  which  was  prob- 
ably due  to  the  fact  that  a promise  was  held  out  in  the  Grain  Act 
of  1918  of  a bounty  for  the  growing  of  grain,  so  that  the  price 
actually  became  kr.  5^7.00  for  winter  grain  and  kr.  !:24.()()  for  spring 
grain,  which  prices  were  uniformly  increased  to  kr.  30. 00  by  the 
(rrain  Act  of  1919  for  the  crops  of  1919.  So  far  as  beets  were  con- 
cerned, the  area  was  almost  unchanged  during  the  years  of  the  War. 
The  ])otato  area  increased  greatly  from  1917  to  1918,  probably 
on  account  of  the  materially  increased  payment  provided  for  by  the 
Grain  Act  of  March,  1918. 

This  concurrence  of  causes  (i.e.,  ]>rices,  scarcity  of  fodders,  and 
climatic  conditions)  which  makes  it  impossible  to  ascertain  the  effect 
of  each  individual  cause,  will  again  be  found  in  the  next  group  of 
figures  in  the  table  on  l)age  539  giving  the  average  harvest  yield  per 
hectare.  Tliese  figures  were  a result  first  and  foremost  of  weather 
conditions,  and  next  of  the  increasing  scarcity  of  fertilizers.  The 
harve.st  of  1914,  which  was  affected  only  by  weather  conditions, 
shows,  in  the  total  yield  of  2.49  crop  units  per  hectare  (a  common 
measure  for  the  whole  harve.st,  calculated  according  to  the  fodder 
value  of  the  individual  crops),  a great  change  from  the  years  1912 
and  1915  which  were  about  20  per  cent  greater.  The  crop  of  1917 
was  even  {)oorer,  viz.,  only  2.05  crop  units  per  hectare;  and  even  a 
fairly  favorable  harvest  year  like  that  of  1917-1918  yielded  only 
2.43  crop  units,  which  was  undoubtedly  due  to  the  scarcity  of  fer- 
tilizers, the  effects  of  which  it  took  several  years  to  remove. 

4’hese  shiftings  of  areas  and  changing  conditions  in  the  yield  had 
the  result  that  only  about  55,000,000  kilograms  (according  to  fod- 
der value)  of  home-grown  cro])s  were  available  in  1917  and  1918, 
as  against  about  70,000,000  before  the  War.  To  add  to  this  there 
was  the  halting  of  supplies  of  corn  and  fodders  grown  abroad;  and 
the  total  available  (juantity  of  home-grown  and  inij)orted  grain  and 
fodders  during  these  years  of  blockade  was  reduced  to  about  00,- 
000,000  kilograms  as  agaiirst  about  90,000,000  before  the  War. 

d’lie  following  figures  show  the  great  falling  off  in  the  breeding  of 
hogs,  even  though  the  lowest  figure  (about  400,000  head  in  A]>ril, 
1918),  did  not  come  in  the  middle  of  the  year,  and,  therefore,  is  not 
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included  in  the  table  which,  as  a rule  follows  a census  taken  in  the 
months  of  July. 

Corresponding  information  is  given  for  the  production  of  meat, 
milk,  and  butter.  The  meat  export  figures  indicate  the  estimated 
quantity  of  salable  meat  in  the  case  of  stock  exported  either  on  the 
hoof  or  slaughtered.  It  appears  that  the  stock  of  cattle  was  main- 
tained almost  at  a level,  as  also  the  exports  of  meat,  until  the  Central 
Powers  became  unable  to  pay  for  such  exports.  With  regard  to  the 
production  of  milk,  the  figures  for  the  average  yield  of  milk  per 
milch  cow  give  a clear  picture  of  the  effects  of  the  scarcity  of  fod- 
ders. Prom  about  2,600  kilograms  per  cow  per  year,  at  the  outbreak 
of  the  War,  the  yield  di'opped  to  below  1,700  kilograms  in  1919. 
The  decrease  in  the  yield  of  milk  and  some  reduction  in  the  number 
of  milch  cows  caused  a reduction  in  the  production  of  milk  and  but- 
ter, which,  according  to  the  table,  amounted  to  about  50  per  cent.  If 
we  coni])are  the  figures  for  the  production  of  butter  with  those  for 
butter  exports,  it  will  appear  that  the  domestic  consumption,  which 
at  the  outbreak  of  the  War  amounted  to  upward  of  20,000,000 
kilogi-ams,  dwindled  during  the  first  years  of  the  War ; then,  after 
the  suspension  of  the  production  of  margarine  and  the  introduction 
of  rationing,  it  increased  to  23,000,000  kilograms  in  1917,  to  43,- 
000,000  in  1918;  and  the  figures  were  from  20,000,000  to  25,000,- 
000  kilograms  in  1919  and  1920. 

Finally,  in  the  last  section  of  the  table,  we  find  the  average  prices 
])aid  for  farms  of  more  than  one  tonde  hartkorn  (including  both 
buildings  and  land  but  without  live  stock  and  implements).  It  will  be 
seen  that  j)rices  did  not  increase  to  double  those  of  1914  in  spite  of 
the  fact  that  the  retail  price-index  number  rose  to  275,  and  the  whole- 
sale ])rice-index  number  to  403.  This  is  an  indication  of  the  difficult 
and  uncertain  conditions  under  which  farmers  were  working. 

IManufactures : Production. 

IVhilc  the  shifting  in  agricultural  production  during  the  ar 
may  be  inferred  fairlv  easily  from  the  table  on  page  539  because  of 
the  great  uniformity  of  agricultural  industry,  attempts  to  find  a 
common  ex])rcssion  for  the  changes  in  industrial  production  meet 
with  great  difficulties,  on  account  of  the  differing  inq)ortance  of  its 
individual  branches.  Resides,  annual  statistics  of  ])roduction  were  not 
gathered  till  1916,  and  include  only  certain  industries.  These  defects 
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in  our  material  do  not,  however,  make  it  impossible  to  obtain,  at  least 
a})})roximately,  some  general  average  and  total  for  production  dur- 
ing the  War.  Such  an  index  number  for  industrial  production  during 
the  years  191f)-1921  (the  quantity  produced  in  1913  being  taken  as 
100)  shows  an  increase  up  to  1916,  for  which  the  index  number  is 
120,  an  increase  which,  however,  is  most  marked  in  the  case  of  the 
tinned-goods  and  leather-goods  industries,  etc.,  but  which  is  also 
found  to  apply  to  practically  all  branches  of  industry.  In  191T  the 
total  })roduction  returned  to  the  level  of  1913,  or  101,  as  some  manu- 
factures, especially  the  oil,  margarine,  and  cement  industries,  gave  a 
smaller  ])roduction,  whereas  the  tobacco,  tinned  goods,  and  in  part 
the  textiles  gave  a larger  j)roduction  than  did  the  year  which  is  used 
as  a standard.  In  1918  the  raw  materials  accumulated  before  the 
blockade  were  consumed,  with  the  result  that  the  oil  and  margarine 
industries  show  a decline.  The  index  number  for  the  year  conse- 
quently went  down  to  81 ; but  during  the  two  subsequent  years  it 
rose  to  129;  and  during  the  slump  in  1921  it  again  fell  to  103.  Ac- 
cording to  this  the  total  production  of  our  industries  during  the 
most  difficult  year  of  the  War,  1918,  must  have  been  decreased  to 
four-fifths  of  the  production  of  1913.  A proportionally  similar  de- 
cline set  in,  in  the  production  of  wheat  and  fodders,  as  shown  in  the 
summary  on  page  540 ; while  the  })roduction  of  milk  was  cut  in  half, 
and  that  of  pork  almpst  completely  suspended. 

3.  Industries  and  Labor. 

The  changes  in  industrial  production  mentioned  above,  of  course, 
became  of  deciding  importance  for  the  relations  between  industries 
and  workers,  especially  as  regarded  wages  and  the  negotiations  inci- 
dental to  the  fixing  of  wages.  In  this  connection  it  must  be  said,  that 
on  account  of  the  unsettled  state  of  affairs  during  the  first  years  of 
the  War,  which  otherwise  brought  about  favorable  conditions  for 
industry,  the  relations  between  employers  and  workers  were  quiet; 
and  during  the  years  of  the  blockade  similar  conditions  prevailed, 
because  the  possibility  of  finding  employment  had  then  become  very 
limited.  The  worker  could  not,  therefore, — as  is  normally  the  case — 
take  advantage  of  his  power  in  prosperous  times;  and  not  till  1918 
did  wages  reach  the  level  of  the  general  increase  in  prices,  as  ap- 
pears from  the  following  figures : 
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Wages  Index. 

With  full  employment 
thronghout  the  year 
(Nominal  wages)  (Real  wages) 

A llowing 
for  labor 
conflicts,  tin- 
employment,  etc. 

Number  of 
working  days 
(in  thousands 
of  days),  lost 
through  labor 
conflicts,  etc. 

Number 
of  days  (in 
thousands  of 
days),  lost  by 
unemployment 

1913 

100 

100 

100 

382 

2,209 

1911 

100 

100 

98 

56 

3,149 

1915 

102 

88 

88 

32 

2,714 

191G 

118 

87 

89 

241 

2,113 

1917 

133 

86 

84 

214 

4,474 

1918 

170 

95 

83 

195 

11,671 

1919 

268 

125 

118 

916 

9,056 

1 920 

331 

127 

126 

1,306 

4,780 

1921 

319 

138 

115 

1,321 

16,450 

iVs  appears  from  the  figures  in  the  second  column,  the  real  wages 
were  reduced  hy  about  12  per  cent  in  1915,  and  during  the  subse- 
quent years  the  workers  barely  succeeded  in  keeping  the  real  wages 
thus  reduced  on  a level  with  the  increase  in  the  cost  of  living.  During 
the  first  months  of  1916  about  600  of  the  700  aereements  in  force 

o 

expired,  and  at  the  end  of  1915  negotiations  regarding  their  renewal 
were  opened.  The  employers  desired  to  have  the  agreements  pro- 
longed to  February  1, 1917,  to  avoid  paying  additional  wages  to  com- 
pensate the  workers  for  the  high  cost  of  living;  but  the  workers 
wanted  to  get  their  share  of  the  current  prosperity  hy  an  actual  in- 
crease of  wages.  As  a whole,  the  negotiations  were  marked  by  a desire 
to  arrive  at  an  understanding  in  these  difficult  times,  and  agreements 
were  also  made  in  the  staple  trades,  especially  the  engineering,  foot- 
wear, and  tobacco  industries,  before  the  old  agreements  expired.  It 
was  calculated  that  the  agreements  which  were  up  for  renewal  af- 
fected 80,()0()  workers,  and  that  these  workers  obtained  a total  in- 
crease in  wages  of  about  kr.  12,000,000,  or  from  10  to  15  per  cent; 
and  in  a number  of  cases  an  addition  to  coni])ensate  them  for  the  high 
cost  of  living  was  included. 

d'lie  agreements  were  renewed  for  two  years;  but,  unofficially, 
wages  were  increased  in  1916  and  1917  by  high  cost  of  living  bo- 
nuses, and  were  thus  kept  on  a level  with  the  increase  in  the  cost  of 
living,  as  shown  in  the  table.  Thereafter  agreements  were  again  re- 
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iiewed  for  one  year,  in  the  spring  of  1918,  in  consideration  of  an 
extra  bonus  on  account  of  the  high  cost  of  living;  and  the  agree- 
ment between  tlie  engineering  industry  and  its  workers  contained  the 
first  })rovision  for  an  automatic  regulation  of  wages  in  accordance 
with  the  price-index  number  during  the  life  of  the  agreement.  As  the 
price-index  number  calculated  for  July,  1918,  amounted  to  182,  as 
against  1()()  in  February,  an  “August  regulation”  took  place,  which 
on  an  average  amounted  to  12  ore  per  hour  increase  for  all  male 
workers.  At  the  end  of  1918  the  average  earnings  per  hour  for  all 
male  workers  amounted  to  about  104  ore,  as  against  about  52  ore  in 
1914 ; which  meant  that  now  and  finally  the  same  real  wages  had  been 
obtained  as  those  paid  in  1914.  During  the  following  two  years  wages 
went  up  more  rapidly  than  the  price  level.  And  even  when,  in  1921, 
during  the  great  slum]),  a reduction  was  made  in  nominal  wages,  real 
wages  remained  at  a higher  level  than  in  1914. 

When,  in  the  spring  of  1919,  wage  agreements  were  again  up  for 
renewal,  the  workers  were  not  content  with  the  high  cost  of  living 
regulations,  but  demanded,  and  obtained,  a revision  of  the  actual 
agreements,  whereby  new  and  increased  rates  of  pay  came  into  force, 
partly  for  the  January  and  partly  for  the  April  quarters.  But  be- 
sides the  improvements  in  wages  obtained  in  Januai’y  and  April  the 
workers  demanded,  and  obtained,  an  “August  regulation”  in  ac- 
cordance with  the  price-index  number  of  July,  1919,  for  the  new 
agreements,  whereby  wages  were  again  greatly  increased.  At  the 
same  time  (in  May,  1919),  labor  secured  the  eight-hour  day,  to  come 
into  force  not  later  than  January,  1920. 

It  would  seem,  however,  that  the  bow  had  now  been  bent  too  far; 
and  political  developments  also  contributed  to  the  fact  that,  at  the 
negotiations  for  the  renewal  of  the  agreements  in  the  beginning  of 
1920,  the  em])loyers  categorically  refused  to  agree  to  any  new  in- 
crease in  wages.  And,  as  the  negotiations  made  slow  progress,  notice 
of  a wides|)read  lockout  was  given  in  M arch,  to  take  effect  on  April 
9.  As  mentioned  above,  the  ])olitical  crisis  induced  the  workers  to 
threaten  a general  strike.  Under  its  menace  a general  agreement  was 
concluded ; and  the  labor  struggle  was  brought  to  a close,  in  so  much 
as  the  Employers’  Association  and  the  Cooperative  Trade  Unions 
effected  a compromise  to  the  effect  that  the  wages  in  force  on  the  whole 
should  remain  unaltered,  and  that  there  should  be  regulation,  in  Au- 
gust, on  certain  fixed  lines.  By  this  August  regulation  wages  were 
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increased  13  ore  per  hour.  When  a middle-class  government  then 
came  into  power,  Avhile  at  the  same  time  financial  conditions  as  a re- 
sult of  the  great  slump  in  the  autumn  of  1920  became  exceedingly 
difficult,  and  the  decline  in  unemployment  was  suspended  by  a new 
violent  rise,  conditions  on  the  labor  market  became  comparatively 
quiet ; and  when  the  agreements  came  up  for  renewal  in  the  spring  of 
1921  the  employers  after  extensive  lockouts  forced  through  a wage 
reduction  of  13  ore  per  hour,  and  also  an  August  regulation.  By 
this  regulation  wages  were  further  reduced  18  ore  per  hour,  and 
as  these  reductions  were  made  for  all  rates  of  w^ages  the  lowest-paid 
workers  were  hit  hardest. 

4.  Public  Finances. 

Whether  the  policy  of  public  aid  and  reduced  prices  actually  di- 
verted ])rofits  from  the  rich  to  those  less  well-to-do,  or  only  assisted 
in  relieving  the  social  tension, — for  an  improvement  in  wages  was 
thus  brought  about  which  would  otherwise  have  caused  a struggle 
between  emj)loyers  and  workers, — all  arrangements  of  this  sort 
caused  the  public  finances  to  become  a far  more  important  link  in 
the  whole  social  structure  than  they  hitherto  had  been. 

In  order  further  to  illustrate  this,  it  would  be  reasonable  to  begin 
with  a table  of  material  public  expenditures  for  civilian  purposes, 
which  summary  will  be  seen  below.  But  in  it  the  distribution  of 
the  various  items  must  be  taken  with  reservations. 

The  table  covers  the  five  years  from  the  fiscal  years  1916-1917 
to  1920-1921,  during  which  the  expenditures  here  mentioned  were 
made.  During  the  years  1914-1915-1916  together  the  corresponding 
exi)enditures  amounted  to  an  aggregate  of  about  kr.  10,000,000; 
and  during  the  years  following  1920-1921  there  were,  indeed,  great 
ex])enditures  incidental  to  the  unemployment  during  the  slump  in 
1921,  and  to  the  building  of  dwelling  houses,  so  that  the  total  ex- 
])enditures  of  the  Trcasurv  and  of  the  local  district  funds  for  the 
])urposes  included  in  the  table,  during  the  fiscal  years  1921-1922  and 
1922-1923,  amounted,  respectively,  to  kr.  110,000,000  and  kr. 
65,000,000.  For  the  actual  war  years,  the  amount  is  about  kr.  915,- 
000,000,  in  which  amount  are  included  the  expenditures  listed  for 
the  drain  Act  of  1920,  but  not  a number  of  smaller  items  incurred  in 
the  war  j)criod  (various  goods,  administration,  etc.).  The  total  may. 
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tliereforc,  be  estimated  at  about  kr.  950,000,000.  As  this  figure  iu 
itself  does  not  mean  much,  because  it  has  been  compiled  from  greatly 
varying  krone  values,  we  shall  try  to  make  possible  a further  estimate 
of  the  significance  of  the  amount,  partly  by  making  a comparison 
with  the  aggregate  income  of  the  community  during  the  years  in 
question,  whereby  an  idea  will  be  gained  of  the  social  importance  of 
these  arrangements.  Such  calculations  are  shown  in  the  table  below. 

Extraordinary  Expenditures  by  the  Treasury  and  the  Local 

District  Funds. 

(in  million  kroner) 

(a)  Government  expendihires  for  the  support  of  the  people: 


1916- 

1917- 

1918- 

1919- 

1920- 

1917 

1918 

1919 

1920 

1921 

Total 

Butter 

, . . 

13.9 

70.0 

1.3 

-M.3 

83.9 

Milk 

. . . 

8.0 

5.5 

9.1 

2.4 

25.0 

Pork  and  other  meats 

5.1 

13.1 

60.7 

31.5 

3.2 

113.6 

Breadstuffs  and  potatoes 

5.9 

21.9 

36.7 

81.3 

93.1 

238.9 

Sugar 

. . . 

. . . 

-^7.4 

7.7 

0.3 

Maize  and  fodder  cake 

2.3 

2.9 

7.6 

0.2 

9.8 

22.8 

Purchases  of  foreign  fuel 
I.ocal  aid  to  meet  high  cost 

-M.3 

3.6 

0.6 

2.9 

of  living 

Local  works  (including 

6.3 

19.2 

65.2 

46.4 

17.8 

154.9 

building  of  dwelling 
houses) 

0.9 

2.6 

6.3 

9.8 

Unemj)loyment  allowances 
Subsidies  to  aid  local 

1.0 

16.0 

30.6 

20.6 

7.7 

75.9 

funds 

•1.3 

3.7 

1.9 

1.3 

0.6 

11.8 

Total  government  ex- 

penditures 

21.9 

97.4 

271.7 

205.6 

140.2 

739.8 

(b)  Disbursements  from  local  district 

fumls, 

for: 

Unemployment  allowances 
Local  grants  to  local 

0.7 

0.8 

1.4 

2.0 

7.3 

12.2 

charities 

3.0 

2.1 

3.7 

2.4 

2.9 

14.1 

Local  grants  to  meet  high 
cost  of  living 
Total  disbursements  from 

1 1.2 

33.4 

58.4 

33.1 

-1-3.4 

135.7 

local  district  funds 

17.9 

36.3 

63.5 

37.5 

6.8 

162.0 

Grand  total 

42.8 

133.7 

335.2 

243.1 

147.0 

901.8 
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It  then  ajjpears  that  the  (approximately)  kr.  950,000,000,  above, 
when  converted  into  1914  kroner  according  to  the  retail  price-index 
number,  amount  to  about  kr.  485,000,000,  and  according  to  the 
wholesale  index  figure  to  about  kr.  335,000,000.  This  must  be  con- 
sidered along  with  the  total  incomes  of  the  taxpayers  in  the  calendar 
years  nearest  to  the  fiscal  years  in  which  the  expenditures  w^ere  made, 
or,  res])ectively,  to  kr.  13,500,000,000  nominally,  and  to  kr.  6,800,- 
000,000  according  to  the  retail  price  index  and  to  kr.  4,800,000,000 
according  to  the  wholesale  index  figure.  Accordingly,  the  extraor- 
dinary ex])enditures  by  the  Treasury  and  the  local  district  treas- 
uries for  civilian  purposes  during  the  five  years  taken  as  a whole 
amounted  to  from  7 to  8 per  cent  of  the  income  of  the  taxpayers ; 
hut  it  must  be  borne  in  mind  that  the  greater  part  of  the  taxes  which 
were  necessary  to  cover  these  expenditures  were  assessed  according 
to  a markedly  graduated  scale. 

Extraordinary  Public  Expenditures  and  the  Income  of  the 

Taxpayers. 

(in  million  kroner) 


1916- 

1917 

1917- 

1918 

1918- 

1919 

1919- 

1920 

1920- 

1921 

Total 

E xtrao rd i nary  expenses 
Nominally  estimated 

13 

131 

335 

24-1 

M7 

903 

Aeeording  to 

(a)  the  retail  j)riee-in- 
de.x  number 

31 

83 

180 

108 

56 

458 

(h)  the  wholesale  price 
nimd)er 

21 

55 

115 

79 

■11 

314 

Total  income  of  taxpayers 

(1916) 

(1917) 

(1918) 

(1919) 

(1920)^ 

Nominally  estimated 

1,810 

1,923 

2,159 

3,359 

3,885 

13,466 

According  to 

(a)  the  retail  price  in- 
dex 

1,305 

1,195 

1,321 

1,180 

1,178 

6,779 

(b)  the  wholesale  price 
index 

1,031 

782 

810 

1,087 

1,095 

4,838 

Extraordinary  Taxes. 

In  order  to  meet  the  demands  on  the  public  finances  made  by  these 
expenses,  and,  so  far  as  the  Government  was  concerned,  also  to  cover 
the  great  expenses  for  military  purposes  and  for  high  cost  of  living 

' Tlic  Sleswig  territories  not  inelmled. 
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allowances  for  civil  service  officials,  taxation  legislation  was  sub- 
jected to  frequent  changes.  Thereby  the  revenue  from  all  taxes  and 
tluties  accruing  to  the  Treasury  was  raised  from  kr.  100,000,000  in 
the  fiscal  year  1914-1915  to  kr.  575,000,000  in  1919-1920,  as  shown 
in  the  following  table: 


Treasury  Revenue  from  Tacees  and  Duties. 


(in  million  kroner) 


1914- 

1915- 

1916- 

1917- 

1918- 

1919- 

1920- 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

Taxes  on  land 

6.2 

6.4 

6.1 

7.3 

9.9 

11.9 

13.1 

Income  and  property  taxes 
Additional  tax  on  income  and 

20,1 

24.4 

38.6 

62.5 

72.0 

91.7 

282.9 

property 

. . . 

3.1 

22.7 

33.6 

14.8 

Tax  for  the  “fifth  (piarter” 

. , . 

25.0 

2.2 

Excess-income  tax 
Turnover  taxes  (i.e.,  the  stock 

6.1 

69.6 

173.7 

135.5 

174.9 

1.7 

exchange  tax) 

12.9 

18.3 

38.9 

39.7 

65.8 

52.9 

37.4 

Duties  on  consumption 

54.9 

60.0 

66.0 

71.0 

83.9 

170.8 

174.5 

Fees,  percpiisites,  etc. 

5.6 

6.3 

8.1 

8.6 

11.7 

14.5 

16.4 

Total 

99.7 

121.5 

227.3 

365.9 

401.5 

575.3 

543.0 

Total  Revenue  from  Taxes. 

In  the  table  below  the  aggregate  result  of  taxes  legislation  during 
the  War  is  set  forth  }'ear  by  year.  In  addition  to  these  figures,  the 
income  of  the  taxpayers  for  the  corresponding  year  is  given  in  col- 
umn d,  so  that  the  income  during  the  calendar  year  1914  is  compared 
with  the  aggregate  revenues  of  the  Treasury  and  the  local  districts 
during  the  fiscal  year  1914-1915,  the  income  of  1915  with  the  reve- 
nues of  1915-191(i,  etc.  (All  sums  are  in  million  kroner.) 


Income  of  Taxpayers. 


According 

Difference 

Revenue  of 

Column  4 

Column  5 

to  whole- 

between 

Treasury 

as  a per- 

as a per- 

sale price- 

columns 

and  local 

Increase 

centage  of 

centage  of 

Nominal 

index  number 

1 and  2 

duitricts 

since  1914 

column  1 

column  3 

1 

2 

3 

4 

5 

% 

% 

1914 

976 

976 

0 

203 

0 

20 

1915 

1,263 

995 

268 

237 

34 

19 

13 

1916 

1,840 

1,034 

806 

369 

166 

20 

21 

1917 

1,923 

782 

1,141 

555 

3,52 

29 

31 

1918 

2,459 

840 

1,619 

635 

432 

26 

27 

1919 

3,359 

1,087 

2,272 

871 

668 

26 

29 

1920 

3,885 

1,095 

2,790 

902 

699 

23 

25 
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In  the  last  two  columns  of  the  table  the  revenue  is  calculated  in 
percentages  of  the  incomes  of  the  taxpayers ; it  must,  however,  be 
noted  that  the  tax  revenue  includes  the  revenue  from  corporation 
taxes,  whereas  the  amounts  of  income  represent  only  the  income  of 
the  individual  taxpayers  less  the  direct  personal  taxes  and  rates 
paid.  It  will  be  seen  that  the  nominal  revenues  in  percentages  of  the 
nominal  incomes,  and  the  increase  in  the  revenues  due  to  war  condi- 
tions and  the  decrease  in  the  value  of  money,  reach  a height  of  30  per 
cent  for  1917.  Thereafter  there  is  some  decline  in  these  percentages, 

but  on  the  whole  it  mav  be  said  that  the  Government  and  the  local 

*/ 

districts  during  the  War  seized  about  25  per  cent  of  the  income  of 
the  taxpayers,  both  when  we  consider  the  nominal  figures  and  the  in- 
crease in  revenues  as  compared  with  the  increase  in  incomes. 

Of  course,  taking  the  extreme  limits,  taxation  reached  a higher 
level  than  is  indicated  by  the  above  average  percentages ; and  these 
percentages  are  also  low  in  comparison  with  the  rate  of  taxation  pro- 
vided for,  because  the  revenues  have  not  been  calculated  for  the  year 
in  which  they  were  assessed,  but  for  the  subsequent  year,  in  which  in- 
comes, on  account  of  the  steady  fall  of  the  value  of  the  krone,  were 
nominally  higher. 


5.  Finances  and  Prices. 

Advances  Made  by  the  National  Bank. 

If  we  consider  the  amount  of  notes  available  a regulating  medium 
of  credits,  as  the  })rivate  banks  must  at  least  keep  their  advances 
within  such  limits  as  to  enable  them  always  to  have  the  necessary 
amount  of  notes  at  their  disposal,  and  this,  of  course,  becomes  easier 
for  them,  in  pro])ortion  to  the  extent  of  the  advances  of  the  bank  of 
issue  (and  purchases  of  gold  and  foreign  moneys),  it  may  be  said 
that  durino;  the  War  it  was  the  advances  of  the  National  Bank  to 
the  Government  and  to  foreign  banks,  but  not  the  advances  to  Danish 
business,  that  formed  the  basis  of  the  increase  in  the  issue  of  notes, 
and  thereby  of  the  increasing  credit  granted  by  the  private  banks. 

I’urther  to  illustrate  this,  the  table  below  shows  the  gold  reserve 
of  the  National  liank,  the  amounts  owing  by  the  Government  and 
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foreign  banks  to  the  National  Bank,  and  the  claims  of  the  private 
Danish  hanks  on  the  National  Bank  at  the  end  of  the  hanking  years 
1914-1921.  (All  sums  are  in  million  kroner.) 

Danish  Gold  Amount  due 


Overdrafts 
by  the 
Treasu ry 

Govern- 

ment 

Bonds 

Debt  of 
foreiyn 
banks 

reserve  of 
National 
Bank 

Amount 
of  notes  in 
circulation 

to  private 
banks  in  cur- 
rent account 

31,  1914 

1.9 

. . . 

78.5 

156.5 

7.3 

191.5 

20.3 

12.4 

107.0 

204.3 

14.4 

1916 

16.1 

21.1 

40.5 

161.5 

245.0 

71.7 

1917 

2.2 

25.8 

76.6 

195.1 

289.3 

87.7 

1918 

43.6 

17.6 

93.3 

189.8 

365.3 

67.7 

1919 

82.0 

32.6 

62.9 

187.4 

428.5 

90.8 

1920 

28.4 

36.7 

79.1 

227.8 

541.2 

14.2 

1921 

60.7 

35.8 

80.5 

227.6 

481.6 

45.9 

As  shown  in  this  table,  it  was  the  Treasury’s  overdrafts  and  the 
purchases  of  government  securities  by  the  National  Bank  which,  cou- 
])led  with  the  increase  in  reserve  due  to  the  influx  of  media  of  jiayment 
from  the  southern  countries,  brought  about  the  increase  in  the 
amount  of  notes  in  circulation  during  the  bank  }’ear  1914-1915. 
During  the  following  bank  year  the  advances  to  the  foreign  banks 
began  to  make  themselves  felt ; and  simultaneously  with  the  increase 
of  these  advances  the  Treasury’s  overdrafts  declined.  Thus,  on  July 
31,  1917,  the  amount  overdrawn  was  only  kr.  2,000,000,  while  ad- 
vances to  the  foreign  banks  had  reached  kr.  77,000,000.  During  the 
bank  year  1917-1918  both  these  advances  and  the  overdraft  in- 
creased ; but  the  foreign  banks  then  commenced  to  pay  off  their  debt, 
whereas  the  overdraft  of  the  Treasury  again  increased.  The  steady 
increase  in  the  gold  reserve  was  due  to  the  aforementioned  influx  of 
foreign  media  of  payment,  which  partly  consisted  in  consignments  of 
gold,  but  also  to  the  fact  that  the  advances  to  the  foreign  banks,  in 
addition  to  being  secured  by  bills  of  exchange,  were  also  secured  by 
gold,  as  appears  from  the  following  table:  (All  sums  are  in  million 
kroner.) 
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Amount 


Date  of  loan 

A mount 
of  loan 

A mount 
covered 
by  gold 

advanced  by  Amount 
National  advanced  by 
Bank  private  banks  Borrower 

December,  1915 

30.0 

15 

30.0 

German  banks 

June,  191(5 

20.0 

10 

10.0  10.0 

German  banks 

July,  1916 

30.0 

. . 

10.0  20.0 

British  banks 

August,  1916 

30.0 

. . 

7.5  22.5 

French  banks 

December,  1916 

20.0 

10 

5.0  15.0 

German  banks 

February,  1917 

30.0 

10 

7.5  22.5 

German  banks 

September,  1917 

40.0 

30 

8.0  32.0 

German  banks 

October,  1917 

4.5 

0.9  3.6 

German  banks 

November,  1917 

30.0 

6.0  24.0 

British  banks 

December,  1917 

22.5 

10 

4.5  18.0 

German  banks 

December,  1917 

6.3 

1.3  5.0 

Austrian  banks 

December,  1917 

2.7 

0.5  2.2 

Hungarian  banks 

March,  1918 

17.5 

7.5 

3.5  14.0 

German  banks 

March,  1918 

3.5 

0.7  2.8 

Austrian  banks 

March,  1918 

1.5 

0.3  1.2 

Hungarian  banks 

July,  1918 

10.5 

4.5 

2.1  8.4 

German  banks 

Total 

299.0 

97.0 

97.8  201.2 

The  Amount  of  Notes  Issued. 

The  increase  in  the  amount  of  notes  did  not,  however,  coincide 
witli  the  increases  in  loans  and  in  the  supply  of  gold,  which  amongst 
other  things  was  due  to  the  fact  that  the  private  banks,  as  shown  in 
the  above  table,  allowed  increasing  amounts  to  remain  in  their  cur- 
rent accounts  in  the  National  liank.  The  summary  further  shows 
that  the  advances  to  foreign  banks  became  essentially  larger  during 
the  last  years  of  the  War,  particularly  because  the  loans  then  were 
linked  U{)  with  the  (piarterly  arrangements  for  interchanges  of  goods 
with  the  Central  Towers.  The  amount  of  these  loans  on  July  31,  1918, 
kr.  93,3()(),000  was  not  even  the  maximum  amount;  this  had  been 
reached  shortly  before,  with  kr.  118,1()0,00(). 

W1  len  during  the  actual  years  of  the  War  (after  and  including 
1919, — dui’ing  which  year  the  hank  greatly  extended  its  advances,- — - 
conditions  were  different),  the  National  Rank  was  unable  to  limit  the 
amount  of  notes  in  circulation,  and  thereby  the  advances  of  the  pri- 
vate hanks,  it  could  neither  prevent  increases  in  prices  in  the  country 
nor  force  down  the  rates  of  exchange  of  foreign  moneys. 
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Retail  Fricc-Inclex  Number  for  July,  191  If.  to  1921. 


(Dept,  of  Statistics.) 


July, 

July, 

July, 

July, 

July, 

July, 

July, 

July, 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

Foodstuffs 

too 

128 

116 

166 

187 

212 

253 

236 

Clotlies,  footwear,  laundry 

100 

110 

160 

190 

260 

310 

218 

Rent 

too 

100 

102 

105 

108 

113 

130 

Ml 

Fuel  and  light 

Taxes,  rates,  membership 

100 

130 

175 

220 

275 

292 

563 

101 

fees,  ete. 

100 

100 

100 

100 

100 

162 

227 

301 

Other  expenses 

100 

100 

121 

1 16 

197 

221 

217 

211 

Average  retail  priee-index 

number 

100 

116 

136 

155 

182 

211 

262 

237 

Wholesale  Frice-1  ndex 

Number. 

( Dan 

ish  F 

inancial  C 

iiazette.) 

July, 

July, 

July, 

July, 

July, 

July, 

July, 

July 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

Foodstuffs 

100 

120 

152 

168 

212 

210 

309 

257 

Other  goods 

100 

131 

191 

299 

359 

330 

129 

250 

Average  wholesale  priee- 

index  number 

100 

127 

178 

219 

302 

295 

383 

253 

Total  Advances  Made  by  Banks. 

Attempts  have  been  made  to  illustrate  the  amount  of  the  extended 
credits  of  ail  banks  through  the  computation  of  a “credit  index,”  as 
will  ap])ear  from  the  subjoined  table:  (All  sums  are  in  million 
kroner.) 

Credit  Index 


M id- 
yeur 
bal- 
ance 

Advances 
of  pri- 
vate banks 

Amount 
of  notes 
in  circu- 
lation 

Total 

A b solute 

A ccord- 
ing  to 
number 
of  popu- 
lation 

Retail 

price- 

index 

number 

Wholesale 
price-in- 
dex aver- 
age for 
the  year 

Freight- 

revenue 

index 

1 

2 

3 

4 

5 

6 

7 

8 

1911 

863 

156 

1,019 

100 

100 

100 

100 

100 

1915 

979 

201 

1,183 

116 

115 

116 

127 

101 

1916 

1,313 

215 

1,588 

156 

153 

136 

178 

281 

1917 

1,711 

289 

2,033 

200 

192 

155 

217 

195 

1918 

2,337 

365 

2,702 

265 

252 

182 

295 

991 

1919 

3,135 

128 

3,563 

350 

310 

211 

306 

1 ,0 19 

1920 

3,523 

511 

4,061 

399 

317 

262 

371 

920 

1921 

3,178 

181 

3,959 

389 

331 

237 

250 

850 

551 
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The  credit  index  has  been  calculated  on  the  basis  of  the  loans  made 
by  the  private  banks  and  the  amount  of  notes  issued  by  the  National 
Bank  at  the  middle  of  the  year.  These  amounts  have  been  added  to- 
gether in  the  third  column  of  the  summary,  in  which  connection  due 
regard  has  been  paid  to  the  loans  made  to  foreign  countries,  and  used 
for  the  purchase  of  goods  in  this  counti-y  as  these  loans  appear  either 
in  the  advances  of  the  private  banks  or  as  an  increase  in  the  amount 
of  notes  in  circulation,  just  as  the  foreign  moneys  or  consignments 
of  gold,  converted  into  Danish  kroner,  also  mean  an  increase  in  the 
amount  of  notes  in  circulation.  So  far  as  the  private  banks  are  con- 
cerned, the  advances  to  other  banks  are  not — where  this  has  been  pos- 
sible— included  in  the  amount  of  advances.  It  will  further  be  noted 
that  the  increases  in  loans  during  the  first  years  of  the  War  were  less 
than  the  increase  in  the  wholesale  price-index  number,  while  the  regu- 
lation of  prices,  etc.,  kept  the  retail  jDrice-index  number  below  the 
credit-index  number.  After  the  end  of  the  War — in  1919— the  in- 
crease in  advances  becomes  greater  than  the  increase  in  prices — 
apart  from  the  year  1920  with  its  enormous  coal  prices.  It  also  seems 
to  appear  from  these  columns  of  figures  that  during  the  actual  war 
years  it  was  the  increase  in  prices  abroad  which  caused  the  increase 
in  loans  by  the  banks ; and  that  not  till  after  the  end  of  the  War  did 
hanking  policy  become  the  prime  mover  in  the  increase  of  prices. 

The  Rates  of  Exchange. 

When  on  the  other  hand,  the  rates  of  exchange  on  foreign  moneys, 
despite  the  extension  of  credits,  were  steadily  declining  throughout 
the  war  years,  this  was  (as  previously  mentioned)  due  to  the  large 
amounts  of  foreign  media  of  ])ayment,  which  freight  earnings,  inter- 
changes of  goods  with  foreign  countries,  and  the  flight  of  capital 
from  the  helligercnt  nations  brought  to  the  Danish  market.  The  in- 
crease of  the  amounts  due  to  us  from  foreign  countries  from  1911 
to  191S,  about  kr.  575,0()0,0()() — see  table  below — was,  as  men- 
tioned, in  so  far  as  some  kr.  90(),()()0,0()()  was  concerned,  due  to 
the  advances  made  to  foreign  banks;  the  remaining  kr.  2T5,()00,000 
was  the  amount  which  Danish  hanks  had  collected  in  foreign  media 
of  payment,  and  must  seem  to  be  very  considerable.  It  also  gives  a 
clear  idea  of  the  financial  loss  suffered  by  the  country  when  it  is 
borne  in  mind  that  the  British  prices  for  the  agricultural  products 
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ruled  lower  than  the  German,  if  we  suppose  that  the  same  prices 
cotdd  have  been  obtained  in  Great  Britain  as  in  Germany,  and  com- 
pare the  total  at  which  we  thereby  arrive  with  the  kr.  275,000,000, 
because  in  this  hypothetical  case  ])ork  would  have  brought  about  kr. 

235.000. 000  more,  butter  about  kr.  80,000,000,  and  eggs  about  kr. 

10.000. 000  more,  in  all  about  kr.  325,000,000,  or  a total  of  about 
£20,000,000,  at  the  then  prevailing  rates  of  exchange ; in  other 
words,  the  amount  which  the  Danish  banks  in  that  case  could  have 
absorbed  would  have  been  more  than  doubled.  (All  sums  in  million 
kroner. ) 

The  National  Bank 


At  the 
end  of 

Amounts 
owint)  to 
private  hariks 
by  foreign 
countries  (in 
foreign  moneys) 

OK’ing 
by  agents 
abroad,  and 
drafts  on 
for.  countries 
in  foreign 
moneys 

Gold 
in  coin 
and  bullion 
in  foreign 
moneys 

Total 
foreign 
accounts  of 
all  banks  in 
Danish  kroner 

Total 

accounts 

OK’ing 

1913 

■11 

31 

73 

— abt.  75 

73 

1911 

79 

10 

91 

— aht.  65 

115 

1915 

87 

10 

111 

— abt.  50 

188 

191(5 

1(53 

52 

160 

— 59 

316 

1917 

113 

55 

171 

111 

•156 

1918 

292 

128 

195 

36 

651 

1919 

173 

70 

227 

— 239 

231 

1920 

138 

IG 

228 

— 228 

181 

1921 

71 

52 

228 

— 196 

158 

1922 

21 

9 

228 

— 178 

80 

In  order  further  to  illustrate  the  shiftings  in  value  of  foreign 
moneys  on  the  Danish  market,  the  rates  of  exchange  of  sterling  and 
the  dollar  are  shown  in  the  table  below,  together  with  the  British  and 
American  j)rice-index  numbers.  In  the  last  columns  of  the  summary 
are  calculated  the  gold  value  of  the  Danish  krone  according  to  the 
price  of  sterling,  the  home  value  of  the  krone  according  to  the  retail 
})rice-index  number,  and  its  par  ])urchasing  power  as  compared  with 
the  dollar  in  ])roportion  to  the  Danish  and  American  retail  ])rice- 
index  numhers.  It  will  he  noted  that  the  wholesale  price  level,  espe- 
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cially  on  account  of  tlie  great  increase  in  freights,  was  higher  in  this 
country  than  in  the  United  States  and  Great  Britain.  Eurtherinore, 
the  ])ar  ])urcliasing  power  was  higher  during  the  War  tlian  the  rates 
of  tlie  dollar  quoted  in  this  country,  which  was  due  to  the  above- 
mentioned  influx  of  foreign  media  of  payment  and  to  the  difficulty 
incidental  to  the  conversion  of  these  media  into  goods.  During  a 
period  of  free  interchange  of  goods,  such  a difference  between  the 
theoretical  and  the  actual  value  of  the  dollar  could  not  have  been 
maintained  for  any  length  of  time. 


Average 

Rate  of 

for  the 

sterling 

year 

exchange 

] 9 1 3 

18.16 

1913. 

18.35 

1915 

18.56 

191(5 

16.95 

1917 

16.21. 

1918 

15.73 

1919 

18.89 

1920 

22.91 

1921 

21.15 

Rate  of 

The 

Econo- 

mist’s 

price- 

dollar 

index 

exchange 

number 

3.73 

100 

3.77 

99 

3.96 

123 

3.61 

160 

3.15 

201 

3.33 

225 

4.20 

235 

6.15 

283 

5.69 

00 

Bureau 

of  Labor’s 

price- 

index 

Gold 

number 

valve 

100 

100 

98 

99 

101 

91 

127 

104 

177 

108 

191 

112 

206 

89 

226 

61 

150 

66 

The 

Danish  Krone 
Par  purchas- 
ing power 
as  corn- 

intrinsic  pared  with 


value 

the  dollar 

100 

3.73 

100 

86 

4.69 

74 

5.23 

65 

5.21 

55 

5.67 

47 

5.54 

38 

6.17 

42 

6.22 

The  Balance  of  Trade. 

The  following  summary  indicates  the  nominal  amount  of  the  value 
of  the  interchange  of  goods  with  foreign  countries,  and  the  gross 
freights  earned  by  the  Danish  merchant  marine  employed  in  foreign 
trade.  Even  if  we  consider  the  fact  that  perhaps  between  one-half 
and  two-thirds  of  all  freight  earnings  were  used  to  pay  for  coal, 
wages  to  foreign  seamen,  duties,  stores  taken  aboard  in  foreign  ports, 
etc.,  there  still  remains  a suiqdus  which  by  far  exceeds  the  excess 
imports,  d'hese  excess  inqiorts  were,  by  the  way,  exceedingly  low  on 
account  of  shiftings  in  prices  and  quantities,  which  have  been  further 
accounted  for  in  the  last  columns  of  the  summary:  (All  sums  in  mil- 
lion kroner.) 
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Foreign  Trade  and  Freight  Ear^iings. 

Price-in-  Price-in- 

dex num-  Import-  dexnum-  Export- 


Year 

Imports 

Exports 

Excess 

imports 

Gross 

freights 

her  for 
imports 

quantity 

index 

her  for 
exports 

quantity 

index 

1 

2 

3 

5 

6 

7 

8 

1913 

855 

721 

131 

119 

95 

100 

95 

100 

191 1 

795 

867 

— 72 

102 

100 

88 

100 

1 14 

1915 

1,157 

1,129 

28 

231 

128 

100 

146 

102 

191G 

1,357 

1,309 

48 

395 

176 

86 

191 

90 

1917 

1,089 

1,066 

23 

165 

261 

46 

195 

72 

1918 

916 

758 

188 

563 

318 

33 

299 

33 

1919 

2,605 

1,008 

1,597 

565 

325 

89 

311 

43 

1920 

3,213 

1,962 

1,281 

553 

411 

88 

311 

83 

1921 

1,697 

1,561 

133 

205 

211 

89 

233 

88 

1922 

1,552 

1,283 

269 

190 

158 

109 

175 

97 

In  tlie  last  coliiinns,  index  numbers  for  the  quantities  imported  and 
exported  have  been  calculated  in  this  way : the  values  of  imports  and 
exports  have  been  divided  by  the  price-index  number  given  in  col- 
umns 5 and  7,  respectively,  whereby  two  columns  of  figures  giving 
the  quantities  are  obtained.  These  quantity  numbers  have  again  been 
brought  into  ])roportion  to  the  corresponding  numbers  for  1913,  and 
the  percentage  figures  thus  obtained  give  the  quantity-index  number 
of  imports  and  exports. 

The  decrease  in  the  available  quantities  of  goods  for  which  we 
have  previously  accounted,  and  which  also  appears  in  columns  6 and 
8 of  the  above  summary,  would  naturally  have  the  result  that  the 
demand  resulting  from  the  increasing  amount  of  credits  would  turn 
to  the  stock  market  to  an  increasing:  extent. 

Prices  of  Bonds  and  Stocks. 


Stoch  and  Bond  Index.  (July  1, 1914<  = 100.) 


Bank.s 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

Jami.'iry 

124 

143 

153 

152 

180 

155 

139 

April 

124 

132 

145 

158 

174 

145 

133 

July 

129 

157 

145 

179 

181 

145 

130 

October 

134 

163 

151 

186 

166 

138 

129 

Steamship  companies 

January 

132 

261 

533 

489 

463 

448 

308 

A])ril 

151 

347 

444 

555 

424 

378 

224 

July 

205 

520 

462 

548 

451 

367 

169 

October 

263 

632 

625 

517 

428 

338 

150 
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Industrial  companies 

1915 

1916 

1917 

1918 

1919 

mo 

mi 

January 

135 

177 

278 

244 

248 

172 

119 

April 

154 

182 

236 

276 

219 

156 

117 

July 

165 

249 

209 

321 

234 

144 

105 

October 

167 

333 

211 

287 

192 

132 

99 

Index  of  shares^ 

120 

187 

183 

211 

183 

151 

111 

Index  of  bonds^ 

96 

96 

97 

96 

95 

83 

89 

Conclusion. 

Tlie  decline  in  supplies  and  production,  and  considerations  of  for- 
eign politics  which  unavoidably  decided  trade  conditions  and  the 
distribution  of  goods  between  foreign  countries  and  the  domestic 
market,  made  it  equally  impossible  to  leave  the  distribution  of  goods 
which  were  then  available  for  the  domestic  market  to  free  competitive 
trade,  but  meant  that  the  Government  had,  to  a great  extent,  to  take 
this  distribution  in  hand.  This  was,  in  this  country  as  in  other  coun- 
tries, necessary  for  the  preservation  of  peace  and  order  in  the  com- 
munity; and  there  was  no  disagreement  as  to  it  in  responsible  quar- 
ters. But  of  all  the  unforeseen  events  of  the  War,  perhaps  the  most 
curious  was,  that  when  hard  necessity  had  ceased  to  depress  the  busi- 
ness world,  the  persons  who  desired  to  bring  the  economic  government 
management  of  the  years  of  war  to  conform  with  normal  conditions, 
wore  unable  to  do  anything  to  keep  business  from  returning  to  con- 
ditions of  free  competition,  despite  all  that  could  be  said,  and  was 
said,  regarding  the  importance  of  such  an  “economic  scheme”  for 
])roduction  and  distribution. 

But  if  economic  progress  and  the  attainment  of  the  most  favorable 
economic  conditions  for  all  classes  is  coiiditional  upon  the  individual 
being  allowed  the  greatest  ])ossible  liberty  to  use  his  strength  and 
abilities,  and  if  the  community  in  no  other  way  can  replace  this  mo- 
tivating force,  it  would  seem  that  one  of  the  chief  tasks  of  financial 
]K)licy  will  be  to  combine  the  economic  liberty  of  the  individual  and 
the  liberty  to  form  economic  combinations  in  such  a manner  that  the 
common  weal  does  not  suffer  thereby.  And  in  the  solution  of  this 
])roblem  it  may  jiossibly  be  that  some  experience  derived  from  eco- 
nomic conditions  in  the  years  of  war  may  be  turned  to  account. 

' From  the  Yearbook  of  Statistics. 
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ICELAND  AND  THE  WAR 


CHAPTER  I 

THE  COUN'J'UY  AND  THE  TEOIT.E 

IcEi.AND,  in  the  Northern  Atlantic,  and  close  to  the  Arctic  Circle,  is 
far  away  from  Europe.  Next  to  Great  Britain  it  is  Europe’s  largest 
island.  And,  with  an  area  of  103,000  square  kilometers,  and  a popu- 
lation of  about  100,000,  it  forms  an  independent  political  community, 
thouffh  one  of  the  smallest  in  the  world. 

It  is  of  volcanic  origin,  and  even  in  the  present  day  the  volcanic 
forces  are  still  active.  About  11  per  cent  of  the  surface  of  the  country 
is  covered  by  lava,  and  numbers  of  hot  springs  are  found  all  over  the 
country.  On  the  other  hand  large  plateaus  in  the  interior — forming 
in  all  more  than  13  per  cent  of  Iceland’s  total  area — are  covered 
by  perennial  snow.  With  its  combination  of  these  strange  contrasts 
this  country  of  “frost  and  fire”  is  almost  unique.  As  for  the  climate, 
it  is  much  milder  than  might  he  expected  considering  the  position  of 
the  island.  This  is  due  to  the  fact  that  its  shores  are  washed  by  the 
warm  waters  of  the  Gulf  Stream. 

Most  of  the  country  is  uninhabited,  and  to  a great  extent  unin- 
habitable. The  whole  interior  is  composed  of  highlands  from  which 
mountain  chains  work  down  in  all  directions  to  the  coast.  It  consists 
mostly  of  glaciers  and  rocky  deserts,  lava  fields,  and  heaths.  But 
rather  good  pastures  are  found  here  and  there,  and  sheep  are  driven 
up  to  the  highlands  in  the  spring,  and  find  food  for  themselves  all 
through  the  summer. 

The  land  is  fertile,  hut  on  account  of  Iceland’s  northerly  situa- 
tion, with  its  short  summers,  its  long  winters,  and  its  marked  insular 
climate,  there  is  much  sameness  in  its  vegetation.  Grasses  are  pi-e- 
dominant ; and  at  the  same  time,  they  are  richer  in  growth  than  in 
southern  countries,  and  afford  excellent  grazing.  Icelandic  agricul- 
ture is  based  on  this  fact,  and  consists  solely  in  the  cultivation  of 
grassland,  for  the  raising  of  cattle,  sheep,  and  horses.  It  is  the  chief 
industry  of  the  country,  and  su[)ports  about  40  per  cent  of  its  people. 
Second  in  importance  is  fishing,  as  the  waters  surrounding  Iceland 
are  extremely  rich  in  fish.  Some  of  the  best  fishiiiff  banks  in  the  world 
are  fouiul  there.  The  fisheries  play  an  ever  increasing  part  in  the 
economy  of  the  country  and  about  one-fifth  of  the  population  find 
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einjiloyniont  in  them.  Manufacturing  industries  have  not  hitherto 
been  very  important,  hut  tliey  are  constantly  becoming  more  so ; and 
in  1920  anotlier  12  per  cent  of  tlie  population  made  their  living  by 
them.  Tliey  are  largely  represented  by  handicrafts,  but,  in  recent 
years  some  larger  enterprises  have  been  founded.  Indeed  it  is  very 
possible  that  the  country  will  become  an  industrial  country  in  the 
future,  for  in  its  rivers  and  cataracts  it  possesses  enormous  forces, 
the  total  of  which  is  estimated  at  4,000,000  horse  power.  Commerce 
and  trade  with  other  countries  are  also  fast  developing;  in  1920  they 
supported  13  per  cent  of  the  population.  And,  latterly,  the  Ice- 
landers have  more  and  more  been  taking  their  foreign  trade  and 
shipping  into  their  own  hands. 

Iceland  was  colonized  at  the  end  of  the  ninth  and  the  beginning 
of  the  tenth  centuries.  I\Io.st  of  the  settlers  were  Norsemen,  though 
some  came  from  other  countries,  especially  from  Ireland  and  the 
Hebrides.  In  the  year  930  it  was  organized  as  a republic  with  the 
establishment  of  the  Althing,  a legislative  assembh’  which  at  the 
same  time  acted  as  a court  of  justice.  With  the  exception  of  a short 
jieriod  in  the  nineteenth  century,  and  in  spite  of  all  other  changes 
the  Althing  has  lived  on  as  the  heart  and  center  of  the  Icelandic 
constitution,  and  will  soon  he  able  to  celebrate  its  thousandth  jubi- 
lee. The  Republic  suffered  from  one  defect;  with  the  Althing,  there 
was  no  central  executive  authority  or  government  to  keep  antago- 
nistic chiefs  in  check.  The  result  was  internal  conflicts;  and,  in  1262, 
Iceland  submitted  to  the  overlordship  of  the  King  of  Norway.  Then, 
in  1380,  both  Iceland  and  Norway  came  under  the  sway  of  the  King 
of  Denmark.  Gradually  Iceland’s  constitution  underwent  considei’- 
ahle  changes,  and  more  and  more  it  lost  its  independence.  The  legis- 
lative ])owers  of  the  Althing  became  ever  more  limited  and  in  time 
came  to  an  end.  When  Norway,  by  the  treaty  of  Kiel,  in  1814,  was 
separated  from  Denmark,  Iceland  remained  under  Danish  rule.  In 
1845  the  Althing,  which  had  been  abolished  in  1800,  was  reestab- 
lished as  an  advisory  assembly.  In  1874,  in  which  year  the  1,000 
years’  jubilee  of  the  first  colonization  of  the  country  was  celebrated, 
the  Althing  obtained  the  right  to  exercise  legislative  authority  over 
the  country’s  home  affairs,  including  its  finances.  In  1904  the  seat 
of  fhe  Government  was  removed  from  Denmark  to  Iceland,  the 
minister  for  Iceland  established  his  residence  in  the  capital,  Rey- 
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kjavik,  and  at  length,  in  1918,  Iceland  obtained  complete  independ- 
ence and,  as  the  outcome  of  negotiations  between  Iceland  and  Den- 
mark, was  acknowledged  as  a sovereign  state  hy  the  ^\ct  of  Union  of 
November  30,  1918. 

The  Icelandic  Tree  State,  a political  organization  that  in  several 
respects  was  original,  was  the  home  of  a literature  which  in  impor- 
tance was  second  to  no  other  of  its  time.  The  Icelandic  Sagas,  the 
Kdda  poems,  etc.,  are  everywhere  given  a place  among  the  classics  of 
world  literature.  It  is  Iceland’s  literature  indeed  that,  more  than  any- 
thing else,  has  made  its  name  known  far  and  wide  and  has  maintained 
the  self-respect  of  the  little  nation.  Tlie  language  in  which  its  great 
literature  was  written  still  lives  among  the  people,  a reason  why  every 
Icelander  can  still  easily  read  it.  And  the  fact  that  the  knowledge  of 
that  literature  has  not  been  limited  only  to  the  learned  few,  but  has 
always  to  a great  extent  been  the  possession  of  the  people,  has  pre- 
served the  uniformitv  and  the  continuity  of  the  language.  Iceland’s 
literature  has  remained  a living  thing;  through  all  the  centuries  and 
down  to  the  very  j)resent,  for  Iceland’s  people  it  has  been  a deep  and 
personal  interest. 

In  the  last  generation  great  progress  has  been  made  in  material 
culture.  When  in  1871;  Iceland  took  over  the  management  of  her 
finances  the  country  was  quite  undeveloped  economically.  Both  agri- 
culture and  fishing  were  carried  on  in  old-fashioned  wavs.  No  large 
boats  existed.  The  roads  were  simply  bridle  paths.  There  Avere  no 
bridges  over  the  numerous  streams,  excepting  a few  small  Avooden 
ones.  No  lighthouses  lit  the  coasts;  there  AA’ere  only  natiu’al  harbors. 
Of  public  buildings  there  Avere  feAV.  There  Avas  scarcely  any  connec- 
tion Avith  tlie  Avorld  outside  save  in  the  summer  time.  But  very  marked 
changes  have  taken  place  since  then.  Great  improvements  have  l>een 
made.  A large,  modern  and  Avell-equi})ped  fishing  fleet  has  come  into 
existence,  consisting  of  steam  traAvlers,  motor  boats,  and  a number  of 
trading  steamers.  Over  fifty  large  lighthouses  have  been  built,  not 
counting  smaller  ones.  A modern  harbor  has  been  constructed  at 
Reykjavik,  and  in  many  ports  there  are  piers  for  large  shi{)s.  Ves- 
sels call  all  the  year  round,  and  at  brief  intervals.  Two-thirds  of  the 
main  roads  have  been  made  practicable  for  vehicles,  and  many  by- 
roads. Numerous  bridges  have  been  built  over  the  largest  rivers ; most 
of  them  are  of  concrete,  Avhile  some,  such  as  suspension  bridges,  are 
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of  iron.  Cable  connection  with  the  outside  world  was  established  in 
1 906 ; and  since  then  most  of  the  settlements  in  the  country  have  been 
linked  together  by  telephone. 

Ry  the  Act  of  Union  Iceland  is  united  with  Denmark  under  a joint 
king.  The  treaty  which  incorporates  the  Act  provides  that  the  sub- 
jects of  both  countries  shall  possess  equal  rights  in  both;  also  that 
Denmark  shall  have  charge  of  Iceland’s  foreign  affairs  and,  to  a cer- 
tain extent,  the  inspection  of  her  fisheries.  But,  while  the  union  under 
a single  king  is  presumed  to  be  permanent,  at  any  time  after  1910 
either  country  may  give  notice  that  the  above  Act  of  Union  is  at  an 
end. 


CIIAPTEll  II 
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In  the  beginning,  the  War  meant  no  essential  interruption  in  Ice- 
land’s trade.  The  regular  services  between  Denmark  and  Iceland, 
and  between  Norway  and  Iceland  were  maintained,  though  often  its 
vessels  were  held  u])  by  English  warships,  and  sometimes  V)rought 
into  Ihiglish  ports  for  closer  examination,  where  the}^  were  detained 
for  several  days;  indeed  sometimes  they  were  stopped  and  brought 
in  a second  time. 

Early  in  August,  1915,  Great  Britain  gave  notice  through  the 
British  Consul  at  Ileykjavik  that  all  ships  leaving  Iceland  for  foreign 
ports  must  call  at  a British  port  when  outward  bound,  that  the  omis- 
sion to  do  so  might  mean  an  export  prohibition  on  British  coal  for 
Iceland,  or  even  that  Icelandic  shij)s  might  be  excluded  from  bunker 
privileges.  But  the  Government  of  Iceland  felt  itself  under  obligation 
both  to  publish  tins  note  and  to  urge  that  it  be  acted  upon.  But,  until 
the  end  of  1916  the  War  caused  no  real  reduction  in  Icelandic  trade 
and  sailings.  Then,  on  February  1,  1917,  the  Germans  announced 
that  they  intended  to  wage  unrestricted  submarine  war ; they  threat- 
ened to  sink  any  vessel  that  was  found  in  the  neighborhood  of  Great 
Britain ; and,  for  the  time,  all  trade  between  Iceland  and  the  outside 
world  was  brought  to  an  end.  The  steamships  that  sailed  between 
Denmark  and  Iceland,  three  of  which  were  at  that  time  in  Copen- 
hagen, had  to  stay  where  they  were  on  account  of  the  English  de- 
mand that  they  call  at  a British  port ; for  they  would  not  attempt 
to  break  the  German  blockade  to  have  their  cargoes  examined  by  the 
Imglish.  A j)ermission  was  at  length  obtained  from  the  British  Gov- 
ernment for  the  said  steamships  to  ])roceed  to  Iceland  direct  and 
without  call.  But  when  they  arrived,  toward  the  middle  of  April, 
there  had  been  no  shipping  connection  between  Iceland  and  the 
Scandinavian  countries  for  almost  three  months.  On  account  of  these 
difficulties,  in  1917  the  number  of  vessels  calling  at  Iceland  from 
ports  abroad  fell  to  two-fifths  of  what  it  had  been  in  the  preceding 
year,  and  the  tonnage  dro})ped  to  less  than  half. 

At  the  beginning  of  the  War,  when  it  was  feared  that  connections 
with  Europe  would  be  interrupted,  the  Icelandic  Government  sent  a 
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ship  to  the  United  States  for  a cargo  of  the  most  necessary  supplies. 
Tliis  connection  was  maintained  during  the  years  that  followed.  Im- 
ports to  Iceland  from  the  United  States  rose  from  a little  over  kr. 
500,000  in  1914,  to  about  kr.  3,000,000  in  1916.  And  when  trade 
with  the  Scandinavian  countries  was  interrupted  in  1917  an  attempt 
was  made  to  increase  imports  from  the  States.  The  Government  al- 
ready had  one  freighter  on  that  route  and  now  chartered  another. 
Rut  in  obtaining  goods  for  export,  many  difficulties  were  encoun- 
tered, for  the  United  States  now  expected  at  any  moment  itself  to 
enter  the  conflict.  Roth  ships,  however,  were  loaded  and  ready  to  de- 
part in  the  beginning  of  April,  when  just  at  that  juncture  America 
did  enter  the  War.  The  ships  were  not  cleared  but  were  detained  for 
six  weeks.  It  was  only  late  in  IMay  that  they  were  finally  allowed  to 
sail.  Owing  to  this  delay  very  heavy  expenses  were  incurred  and  the 
goods  they  brought  to  Iceland  thus  became  extremely  dear ; but  worse 
still,  the  cargo  of  })etroleum,  carried  h}^  one  of  these  vessels,  did  not 
arrive  till  at  the  end  of  the  fishing  season,  and  a number  of  motor 
boats  had  been  unable  to  go  out  for  want  of  it.  Many  sailings  were 
now  made  to  the  United  States,  but  ships  often  had  to  wait  long  to 
he  cleared  from  New  York,  and  the  fact  that,  coming  as  well  as  going, 
they  had  to  call  at  Halifax  for  examination  also  caused  long  delays. 
It  was  not  till  late  in  1918  that  they  were  released  from  this  obli- 
gation. 

On  account  of  the  submarine  peril,  the  greatest  difficulty  was  ex- 
])erienccd  in  getting  coal  and  salt  from  Great  Rritain ; and  there  was 
a great  scarcity  of  these  things  in  the  spring  of  1917,  both  for 
trawlers  and  steamships  in  general.  The  Government  chartered  four 
shij)s  to  trade  to  England ; hut  during  July  three  of  them  were  sunk 
by  submarines.  At  the  same  time  a Norwegian  liner  in  the  Norway- 
Iceland  service  was  destroyed  in  Rritish  waters.  With  that  all  regular 
steam  service  between  Norway  and  Iceland  ceased.  At  the  same  time 
sevei'al  Icelandic  ships  were  sunk,  and  others  which,  though  under 
charter,  liad  not  com])leted  their  first  voyage  to  Iceland.  During  the 
summer,  otliers,  freighters  hringing  salt  and  coal  from  England, 
were  also  sent  to  the  bottom. 

All  mail  from  Iceland  had  to  go  by  way  of  England.  The  ships  sent 
to  the  United  States  were,  in  the  beginning,  not  allowed  to  carry  mail, 
and  afterward  they  were  allowed  to  only  on  the  condition  that  such 
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mail  be  examined  at  Halifax.  On  account  of  these  restrictions  the 
postal  service  dropped  to  almost  nothing. 

Early  in  1918  passenger  sailings  between  Denmark  and  Iceland 
were  resumed,  at  first  with  but  one  ship,  but  after  the  conclusion  of 
peace  in  1919  several  boats  were  put  on  the  route,  and  sailings  be- 
tween Norway  and  Iceland  also  began  again.  Sailings  to  the  United 
States  did  not  stop  at  once  but  decreased  considerably,  and  during 
the  years  that  followed  almost  came  to  an  end  as,  gradually,  shipping 
again  fell  back  into  old  channels. 

In  the  vears  before  the  War,  Iceland’s  exports  had  been  carried 
almost  exclusively  l)y  foreign  ships,  and  the  same  was  true  in  part  of 
her  coastwise  trade.  But  in  1918  a movement  was  set  going  for  the 
establishment  of  an  Icelandic  steamship  company.  It  was  felt  that 
national  feeling  called  for  it;  to  interest  as  many  as  possible,  the  par 
value  of  shares  was  made  very  low.  The  appeal  met  with  much  re- 
sponse too,  not  only  in  Iceland  but  among  Icelanders  in  America. 
The  company  was  founded  in  January,  1911,  and  ])laced  orders  for 
two  vessels  in  Denmark.  J’hey  were  both  still  under  construction 
when  the  War  broke  out ; and,  accordingly,  delivery  was  somewhat 
delayed.  However,  they  began  running  in  the  spring  of  1915. 

When  the  GoyernmeTit,  during  the  first  years  of  the  War  began 
actiyely  to  concern  itself  with  the  country’s  lack  of  needed  com- 
modities, ships  were  chartered  to  import  them.  And,  in  1917,  the 
Government  purchased  three  steamships,  one  of  them  exclusively  for 
the  coastwise  trade.  These  ships  were  very  dear,  and  the  result  of 
this  experiment  in  government  ownership  was,  taken  as  a whole,  a 
loss. 

The  greatest  obstacle  in  the  way  of  importing  was,  at  first,  the 
chartering  of  freighters.  And  as  it  was  feared  that  trade  connections 
could  not  be  maintained  in  the  long  run,  the  country  simply  tried  to 
])rocure  as  great  a (piantity  of  su})plies  as  possible  and  at  the  earliest. 
The  conse(pience  was  that  imports,  in  spite  of  all  difficulties,  de- 
creased very  little  in  quantity  during  the  first  years  of  war,  and  in 
1910  they  eyen  rose  considerably.  Exports  also  rose,  but  the  increase, 
as  represented  in  mone}',  was  largely  accounted  for  by  a very  great 
rise  in  the  price  of  export  articles. 

In  the  autumn  of  191 1 England  sent  a consular  agent  to  Rey- 
kjavik to  observe  and  report  on  Icelandic  trade.  But  even  at  the 
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outbreak  of  the  War  England  was  completely  in  control  of  cable  con- 
nections between  Iceland  and  Denmark  as  they  went  via  Scotland. 
IMessages  in  code  were  prohibited,  and  messages  in  languages  other 
than  English  and  French  were  not  forwarded  at  all. 

Icelandic  ]>roducts,  bound  for  Denmark,  were  sometimes  seized, 
as  the  English  feared  they  might  be  reforwarded  to  Germany,  and  at 
the  end  of  INIarch,  1916,  Great  Britain  gave  notice  to  Iceland  that  in 
the  future  it  would  halt  all  shipments  from  Iceland  to  the  Scandi- 
navian countries  and  to  Holland.  At  the  same  time  a ship  carrying 
salt  from  S])ain  to  Iceland  was  detained,  when  calling  at  a British 
port,  until  the  owners  of  the  cargo  had  signed  a declaration  to  the 
effect  that  no  part  of  it  would  be  reforwarded  to  enemies  of  Great 
Britain,  or  to  the  Scandinavian  countries,  or  to  Holland,  and  that 
products  in  which  the  salt  was  to  be  used  would  be  exported  only  to 
countries  approved  of  by  the  British  Consul  at  Reykjavik.  All  per- 
sons receiving  coal,  salt,  or  the  materials  for  fish  packing  from  Great 
liritain  were  to  sign  a similar  declaration ; and  this  grew  in  time  to 
include  all  coal,  salt,  or  packing  materials  that  the  person  signing  the 
declaration  had  already  received,  or  in  the  future  might  receive.  Un- 
der these  circumstances  exporting  to  the  Scandinavian  countries^ — • 
and  hitherto  they  had  taken  almost  half  the  total — practically 
ceased.  It  became,  moreover,  a matter  of  great  difficulty  to  obtain 
ex])ort  licenses  for  certain  articles  of  necessity  from  Great  Britain, 
notably  fishing  tackle.  The  Icelandic  Government,  therefore,  sought 
to  make  some  agreement  with  Great  Britain  that  would  cover  foreign 
trade;  and  in  June  such  an  arrangement  was  arrived  at  under  which 
Great  Britain  was  to  permit  exj)ort  to  Iceland  of  the  necessary  sup- 
])lies  and  oidy  to  ])revent  exporting  from  Iceland  to  enemy  countries 
and  to  Norway,  Sweden,  Denmark,  and  Holland.  Also,  if  no  market 
could  be  found  for  Icelandic  products  except  in  the  said  countries. 
Great  Britain  was  to  buy  the  goods  in  question  at  a ]>rice  fixed  in  the 
agreement,  wliich,  provisionally,  was  to  be  valid  till  the  close  of  1916. 
At  the  end  of  July  the  Government,  therefore,  issued  a prohibition 
against  loading  shi])s  in  Icelandic  ports  with  Icelandic  products  des- 
tined for  the  enemies  of  Great  Britain,  the  Scandinavian  countries 
and  Holland  uidess  England  had  previously  had  the  refusal  of  such 
<ro()ds. 

In  the  beginning  of  1917  a new  agreement  was  concluded  on  the 
same  lines  as  that  of  the  preceding  year.  This  agreement  was  in  force 
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till  the  close  of  the  yeai'.  New  negotiations  were,  however,  not  en- 
tered upon  before  IMarch,  1918.  Until  the  making  of  the  new  treaty 
there  were  scarcely  any  sailings  between  Great  Rritain  and  Iceland, 
which  made  great  difficulties  in  the  matter  of  Icelandic  imports.  In 
particular  there  was  a great  scarcity  of  salt  for  the  fishing  fieet  as 
several  salt  ships,  bound  for  Iceland,  were  detained  by  Great  Britain, 
some  of  them  for  months.  During  the  two  preceding  years  negotia- 
tions had  been  carried  on  with  England  alone ; but  this  time  they 
took  ])lace  with  the  representatives  of  England,  France,  Italy,  and 
the  United  States.  The  treaty  that  was  signed  in  May,  after  two 
months  of  deliberating,  was  indeed  more  far-reaching  than  those  be- 
foi-e  it,  as  it  covered  not  only  Iceland’s  exports  but  also  her  imports. 
She  guaranteed  to  offer  to  the  representative  of  the  Allies  in  Iceland 
all  Icelandic  produce  (with  a few  exceptions)  that  was  not  to  be 
used  in  the  country  itself.  The  Allied  Powers  on  their  part  promised 
to  further  the  import  to  Iceland  of  articles  of  necessity;  and  the 
treaty  further  stipulated  that  Iceland  was  to  receive  certain  rations 
of  the  most  ini])ortant  things. 

As  a result  of  the  treaty  two  committees  were  formed,  for  imports 
and  ex])orts.  A prohibition  was  laid  upon  all  importing  done  without 
the  permission  of  the  Import  Committee ; and  it  was  made  obligatory 
u])on  all  ])i'oducers  and  merchants  to  offer  the  Export  Committee 
their  entire  stocks  of  the  most  important  export  commodities.  If  the 
owners  were  not  willing  to  sell  the  goods  at  the  prices  fixed,  the  said 
goods  were  to  be  forcibly  seized.  Although  there  was  much  dissatis- 
faction with  the  prices  that  were  paid  under  the  agreement,  it  was 
submitted  to  and  almost  all  the  commodities  in  question  were  sold 
voluntarily.  The  agreement  was  to  be  in  force  from  May  1,  1918, 
till  May  1,  1919,  but  at  the  end  of  1918  the  Allied  Powers  no  longer 
demanded  that  there  be  rationing  of  imports  to  Iceland.  In  January, 
1919,  both  the  Import  and  the  Export  Committees  were  abolished. 
Imports  were  freed  with  the  exception  of  goods  imported  by  the 
Government  itself,  and  after  July,  1919,  almost  everything  was 
made  free  of  export. 

In  the  course  of  1919  shipping  connections  with  foreign  countries 
were  once  more  becoming  regular.  In  July,  1919,  the  British  cable 
censorshi})  was  ended.  Commerce  gradually  returned  to  pre-war  con- 
ditions. Trade  with  the  United  States  and  Great  Britain  which,  for 
the  final  years  of  war,  had  been  of  an  extraordinary  importance  now 
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fell  off,  and  dropped  in  a few  years  to  the  normal  of  pre-war  time.  On 
the  other  hand  Denmark,  which  before  the  War  had  been  the  chief 
buyer  of  Icelandic  exports  did  not  regain  its  old  position;  but  was 
replaced  by  Spain,  which  now  takes  the  bulk  of  Iceland’s  most  im- 
portant article  of  export,  cured  fish.  Spain  was  not  among  the  coun- 
tries that  Great  Britain  sought,  by  commercial  treaties,  to  cut  off 
from  Iceland’s  exports.  Trade  with  Spain  was,  therefore,  not  only 
maintained  but  on  the  increase  all  through  the  War,  and  since  the 
War  Spain’s  share  in  Icelandic  exports  has  risen  considerably. 

Under  the  growing  restrictions  introduced  by  the  belligerent 
powers  the  Government  was  obliged  to  take  over  a great  part  of  Ice- 
land’s foreign  trade;  and  on  May  1,  1917,  it  was  put  into  the  hands 
of  a special  bureau  called  “the  Government  Stores.”  After  that  the 
turnover  greatly  increased.  In  the  entire  period  from  the  beginning 
of  the  War  till  the  end  of  April,  1917,  sales  had  amounted  only  to  a 
total  of  kr.  3,100,000;  from  then  till  the  end  of  1917  they  were  kr. 
7,500,000.  And  they  rose  to  kr.  16,300,000  in  1918,  and  to  kr. 
20,800,000  in  1919.  When  war  conditions  were  over  and  the  restric- 
tions introduced,  during  and  on  account  of  the  War,  had  gradually 
been  abolished,  trading  activities  were  very  much  reduced,  and  in 
1921,  tlie  turnover  fell  to  kr.  8,200,000.  Thereafter  the  Government 
Stores  ])ractically  ceased  to  deal  in  many  articles  of  necessity,  but 
they  continued  to  carry  on  a trade  in  certain  things,  such  as  petro- 
leum and  tobacco.  In  1921  a monopoly  of  tobacco  imports  was 
established,  though  only  for  financial  reasons;  and  in  due  course 
tobacco  became  the  chief  article  of  sale  in  the  Government  Stores; 
but,  as  said,  tliey  did  some  trade  in  petroleum  as  well.  In  1923  they 
were,  in  fact,  given  a monopolv  of  ])etroleuni  importing.  It  re- 
mained in  force,  with  the  tobacco  monopoly,  till  the  end  of  1925, 
when  both  were  abolished. 

'riie  scarcity  of  goods  that  was  feared  at  the  outbreak  of  the  War 
did  not  develop  until  after  the  declaration  of  unrestricted  submarine 
war  at  tlie  beginning  of  1917.  During  that  year  imports  fell  to  three- 
fourths  of  what  they  had  been  in  191I,  and  in  1918  even  to  about 
three-fifths.  In  the  case  of  some  staples  the  decrease  was  even  moi-e. 
Thus  ini])orts  of  coal  in  1917  totaled  oidy  19,000  tons  as  compared 
with  113,000  in  191 -L  The  Government  took  various  steps  to  relieve 
the  scarcity  of  necessities.  In  February,  1917,  it  decided  that  with 
rye  flour,  for  bread,  a fourth  ])art  of  corn  meal  must  be  mixed,  and 
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the  bakers  were  no  longer  allowed  to  make  cakes.  In  April  of  the  same 
year  the  Government  further  decided  to  take  over  all  the  wheat  and 
margarine  that  were  imported  thereafter.  And  in  that  connection 
the  authorities  soon  resolved  that  committees  must  he  formed  in  all 
municij)alities  to  supervise  and  ensure  a fair  and  jjractical  divi- 
sion, according  to  public  needs,  of  the  commodities  to  be  sold  by  the 
Government.  Afterward  other  things,  petroleum  for  instance,  were 
})ut  under  the  authority  of  these  committees.  In  some  })laces  the 
goods  in  (piestion  were  rationed  and  distributed  only  on  the  presen- 
tation of  cards.  When,  in  the  course  of  I9IT,  food  imports  were  in- 
creasing, the  restrictions  were  somewhat  relaxed,  and  gradually 
they  were  abolished. 

At  the  beginning  of  1918  and  until  the  agreement  with  the  Allied 
Powers  was  signed,  marked  difficulties  once  more  arose  in  the  case  of 
ini])orts.  Ry  the  agreement  the  importing  of  several  things  was  rati- 
fied. Then  by  an  ordinance  of  January  23,  1918,  a prohibition  was 
laid  on  the  selling  of  wheat,  bread,  and  sugar  after  March  1 of  that 
year,  except  on  the  presentation  of  ration  cards.  This  rationing  sys- 
tem was  maintained  for  upward  of  one  vear,  or  until  May  1,  1919. 

In  the  autumn  of  1920  the  rationing  of  wheat  and  sugar  by  means 
of  cards  was  again  enjoined;  and  it  was  to  start  at  the  beginning  of 
1921.  Rut  this  time  it  was  introduced  not  because  of  the  lack  of  essen- 
tials but  as  a means  of  decreasing  consumption,  and  in  that  way  con- 
tributing to  an  im])rovement  in  the  country’s  trade  balance  by  a 
forced  reduction  of  imports.  Yet  it  was  a measure  that  could  have 
counted  for  little,  for  it  was  abolished  in  three  months.  On  the  whole, 
it  must  jjrobably  be  admitted  that  public  rationing  can  scarcely  have 
been  of  any  real  im{)ortance.  The  experiments  were,  in  fact,  too  short- 
lived and  the  rationed  quantities  were  made  too  generous. 


CHAPTER  III 

PRICES  AND  THE  REGULATION  OF  PRICES 


Ijimediately  after  the  outijreak  of  the  Great  War  there  made  itself 
felt  a considerable  rise  in  the  prices  of  all  imported  goods.  As  we 
have  index  calculations  of  retail  prices  and  the  cost  of  living  only  for 
the  ca])ital,  we  must  confine  ourselves  to  these.  Rut  we  find  that  by 
October,  1911;,  the  index  of  the  cost  of  living  had  risen  to  108,  and 
then,  rising  more  and  more  rapidly  with  each  succeeding  year,  it  was 
123  in  the  autumn  of  1915,  and  155  in  the  autumn  of  1916.  After  the 
outbreak  of  unrestricted  submarine  war  it  rose  to  24;8  in  the  autumn 
of  1917,  and  during  the  final  war  year  it  rose  still  higher,  to  333. 
After  the  armistice  we  find  a temporary  halt  in  the  increase  of  prices, 
even  a slight  decrease,  and  a downward  movement  was  generally  ex- 
})ected.  Rut  in  the  autumn  of  1919,  on  the  contrary  another  violent 
rise  set  in,  and  continued  till  the  autumn  of  1920  when  the  index  of 
the  cost  of  living  culminated  at  IIG,  that  is  to  say,  it  was  now  about 
four  and  a half  times  the  pre-war  figure.  Then  a violent  fall  began. 
The  index  dropped  to  331  in  the  autumn  of  1921.  The  fall  continued 
through  the  two  years  that  followed,  interrupted  by  a temporary 
rise  in  1921.  Ry  tbe  autumn  of  1927  the  index  had  dropped  to  228. 

In  the  beginning  foodstuffs — though  almost  exclusively  imported 
foodstuffs — stood  first  in  j)rice  increases.  Rut  by  1915  the  increase 
had  become  greatest  in  fuel  and  lighting  materials,  a condition  due 
es])ecially  to  the  price  of  coal.  In  1916  the  latter  had  increased  twice 
or  three  times,  and  in  1917,  when  the  submarines  had  torpedoed  one 
freighter  after  another  the  price  of  coal  rose  enormously.  In  the 
autumn  of  1917  it  was  ten  times  higher,  and  in  1918  even  more  than 
eleven  times  higher.  After  the  War,  it  first  decreased  considerabRx 
Then  in  1920  it  again  rose  violently  on  account  of  the  coal  strike  in 
England.  In  the  autumn  it  was  nine  times  as  high  as  before  the  War. 
'Phen,  very  suddeidy  it  fell  again. 

Ry  the  autumn  of  191 1 attempts  were  made  by  the  Government  to 
check  the  rise  in  ])rices.  A Price  Regulating  Committee  was  estab- 
lished with  authority,  where  it  seemed  necessary,  to  fix  maximum 
prices  for  commodities.  It  did  fix  such  prices  for  certain  things  in  a 
few  places  in  the  country;  but  no  maximum  prices  were  put  on  goods 
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in  the  capital  until  Decemhei’,  1915;  and  in  the  autumn  of  191G  the 
Price  Ke()ulating;  Committee  abandoned  its  task  on  account  of  a dis- 
agTeement  with  the  Government. 

After  the  declaration  of  unrestricted  submarine  war,  and  the  in- 
terruption of  the  shipping  trade  caused  by  it,  another  Price  Regu- 
lating Committee  was  established.  It,  however,  soon  decided  that,  ow- 
ing to  the  impossibility  of  estimating  transport  costs,  it  would  be 
impossible  to  fix  prices  for  imported  goods.  It,  therefore,  gave  its 
attention  almost  exclusively  to  the  home  market,  and  maximum 
prices  were  fixed  for  certain  domestic  commodities.  Rut  in  1919  it 
was  the  general  opinion  that  the  fall  in  prices  had  begun  and  the 
new  Price  Resrulatino’  Committee  was  no  longer  thought  necessary. 

When  prices  once  more  rose  violently  at  the  close  of  1919,  and  in 
tlie  course  of  1920,  in  September  a third  Price  Regulating  Commit- 
tee was  estal)lished.  It  developed  considerable  activity  and  fixed 
maximum  prices  for  a number  of  tilings.  Rut  its  activity  was  only 
short-lived  as  the  fall  in  jirices  in  the  meantime  had  begun  and  with 
that  the  need  for  it  was  gone.  In  Ajiril,  1921,  therefore,  it  was  dis- 
solved in  its  turn. 

As  the  most  important  building  materials,  timber,  cement,  iron, 
etc.,  had  to  be  imported,  war  conditions  caused  a considerable  rise  in 
the  price  of  these  staples,  which  again  made  building  much  dearer, 
even  though  the  increase  in  wages  throughout  the  War  was  much  less. 
In  1915  the  cost  of  building  was  su})posed  to  have  risen  only  13  per 
cent  above  the  level  of  191-1;  but  in  1916  there  was  a violent  rise, 
and  in  1917  the  cost  of  building  had  more  than  doubled.  Then  a fur- 
ther increase  culminated  in  1920,  when  the  index  number  was  five 
times  what  it  had  been  in  pre-war  times.  Rut  the  fall  began  then. 

d’hough  the  rise  in  building  costs  was  not  particularly  great  dur- 
ing the  first  ])art  of  the  War  it  still  caused  a considerable  decrease  in 
building.  All  through  the  War  the  building  done  amounted  to  little 
more  than  half  of  what  had  been  done  during  similar  pre-war  })eriods. 
The  consequence  was  a scarcity  of  dwelling  houses,  particularly  in 
the  capital,  where  the  increase  of  population  was  greatest.  In  the 
spring  and  summer  of  1916  homeless  families  in  Reykjavik  had  to  l)e 
housed  in  the  schools.  The  municipality  had  huts  built  for  twenty 
families  in  the  course  of  the  summer,  to  relieve  the  worst  distress. 
And  during  the  two  last  years  of  the  War  the  same  policy  was  fol- 
lowed. 
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At  the  end  of  the  War,  instead  of  the  expected  fall  in  prices  there 
was  a violent  rise,  but  after  1920  the  cost  of  building  slowly  dropped, 
and  in  1927  it  was  one  and  three-quarter  times  higher  tlian  before 
the  War.  In  these  years  much  building  was  done,  much  more  than 
before  the  War.  But  as  the  increase  in  the  population  of  Reykjavik 
had,  during  these  years,  been  so  exceedingly  great,  rising  from 
13,771  in  191-1  to  23,224  in  1926,  a growth  of  69  per  cent  in  twelve 
years,  and  as  the  building  done  during  the  War  had  been  so  inade- 
quate, what  has  been  done  since  has  not  been  sufficient  to  relieve  the 
scarcit}’  of  dwellings  until  almost  the  present  time.^ 

During  the  first  part  of  the  War  there  was  scarcely  any  increase  in 
rents,  and  all  through  the  war  period  rent  increases  were  much  less 
than  those  in  other  fields.  When  the  cost  of  building  culminated  in 
1920  the  average  rise  in  the  rents  was  much  less;  but  when,  later  on, 
the  cost  of  building  was  falling,  rents  continued  to  rise  until,  during 
recent  years,  the}^  have  reached  the  level  of  the  cost  of  building,  or 
have  even  gone  beyond  it. 

In  1915  a few  municipalities  jjroceedcd  to  take  measures  to  relieve 
the  high  cost  of  living,  but  no  such  measures  were  taken  by  the  Gov- 
ernment until  1917  when  price  increases  became  more  violent  than 
before.  The  ])rice  of  coal  showed  by  far  the  greatest  increase ; in 
the  course  of  the  year  it  reached  a height  four  times  what  it  had  been 
at  the  beginning  of  the  year.  By  an  act  passed  in  1917  the  Gov- 
ernment, therefore,  was  authorized  to  sell  coal  to  municipalities  in 
quantities  corresponding  to  one-third  of  the  estimated  winter  con- 
sunq)tion,  and  at  prices  considerabh’  lower  than  those  generally  rul- 
ing. The  municipalities  were  then  to  sell  at  cost  to  those  most  in  need 
of  help,  and  were  free  to  vary  prices  according  to  the  circumstances 
of  the  ])urchasers.  The  Government  was  further  authorized  to  grant 
loans  to  municipalities  to  prevent  distress,  and  to  provide  work  by 
the  speeding  up  of  jnddic  undertakings.  After  the  lapse  of  a year  the 
above  act  was  conq)lctcly  rewritten.  The  sale  of  coal  at  low  prices 
ceased,  and  grants  to  munici])alities  were  now  made  contingent  on  the 
sacrifices  they  were  willing  to  make  themselves.  The  act,  however, 
was  of  no  real  importance.  It  was  to  he  valid  till  Se])teinher  1,  1919; 
and  as  it  was  not  renewed  then  it  automatically  became  null  and 
void. 


’ 1927. 


1‘IUCES  AND  THE  REGUI.ATION  OF  PRICES 


575 

The  enormous  rise  in  tlie  price  of  coal  caused  peoj)le  to  turn  their 
attention  to  home  sources  for  fuel.  Refore  the  War  about  250,000 
horseloads  of  j)eat  were  dug  A’early,  hut  during  the  war  years  peat 
jiroduction  was  considerahh^  increased ; and  in  1918  it  reached  maxi- 
mum figures,  with  577,000  horseloads.  It  then  fell  again,  though 
slowly,  and  only  hv  1925  had  it  drop])ed  to  300,000  horseloads. 

Some  attempts  were  also  made  to  mine  Icelandic  coal,  or  lignite,  in 
certain  ]>arts  of  the  country,  hut  not  very  successfully.  The  state 
bought  a lignite  mine  in  1917  and  worked  it  through  1917  and  1918 
at  a considerable  loss.  When  the  price  of  coal  again  began  to  fall, 
the  operation  of  the  above  mine  wholly  ceased. 


CHAPTER  IV 
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While  the  rise  in  the  price  of  goods  set  in  at  once  in  the  autumn  of 
1911  tliere  was  no  perceptible  increase  in  wages  till  the  spring  of 
1915.  Then,  too,  the  increase  was  much  less  than  the  increase  in  the 
price  of  general  commodities.  The  pay  that  was  35  aurar  an  hour  for 
unskilled  workmen  in  Reykjavik  when  war  began,  was  first  raised 
to  40  aurar  in  the  spring  of  1915,  and  then  to  45  aurar  in  the  spring 
of  1916.  In  some  trades  there  was  no  rise  in  wages  till  1916.  During 
the  first  war  years  real  wages  were  thus  decreasing ; but  on  the  other 
hand  there  was  plenty  of  work  for  all,  and  chances  to  supplement 
earnings  by  extra  work.  In  the  fisheries,  where  wages  consisted  wholly 
or  part  in  a share  in  the  catch,  they  rose  with  the  rise  in  the  price  of 
fish  yiroducts.  From  1917  the  increase  in  general  wages  was  more 
rapid,  and  continued  till  the  rise  in  prices  culminated  in  1920  or 
even  a little  later.  But  the  rise  in  wages  always  lagged  behind  the 
rise  in  prices,  and  only  reached  its  level  when  the  latter  had  begun  to 
decline.  The  pay  per  hour  for  laborers  in  Reykjavik  gradually 
reached  kr.  1.48  in  the  autumn  of  1920,  or  about  four  and  a half 
times  what  it  had  been  before  the  War.  The  wages  of  certain  skilled 
workers,  like  printers,  rose  to  even  five  times  the  former  level. 

Before  the  outbreak  of  the  War  there  was  almost  no  labor  move- 
ment in  Iceland.  But  in  1916  a League  of  Labor  Unions  was  formed, 
and  began  to  work  in  close  connection  with  the  recently  established 
Socialistic  Tartv,  which  for  the  first  time  and  in  the  same  year  were 
able  to  elect  a representative  to  the  Althing.  The  League  was  made 
up  in  part  of  unions  of  skilled  and  unskilled  laborers,  and  in  part  of 
])olitical  societies.  On  the  other  hand  a Union  of  Icelandic  Trawler 
Owners  was  established  in  1916,  the  most  important  of  combinations 
of  employers.  As  vet  employers  in  general  have  no  all-embracing 
association. 


CHArTER  V 
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In  Iceland  no  bank  existed  until  1886  when  the  National  Bank  of 
Iceland  was  established.  It  was  a state  bank,  to  which,  at  a very  low 
interest,  the  Government  allotted  irredeemable  treasury  notes.  In 
1904i  another  bank,  the  Bank  of  Iceland  was  established.  It  was  a 
joint-stock  bank,  the  stock  of  which  was  mostly  in  Danish  hands.  It 
was  given  the  privilege,  for  thirty  years,  of  issuing  redeemable  bank 
notes  to  an  amount  not  exceeding  kr.  2,500,000  beyond  the  kr. 
750,000  which  the  National  Bank  had  in  circulation  for  the  Treas- 
ury. 

In  the  first  days  after  the  outbreak  of  the  War  much  larger  sums 
than  usual  were  withdrawn  from  the  banks,  and  a great  number  of 
notes  were  also  presented  for  redemption.  As  it  was  feared  that  the 
movement  would  increase,  an  act  was  hastily  passed  by  the  xVlthing, 
freeing  the  Bank  of  Iceland,  temporarily,  from  its  obligation  to  pay 
gold.  This  temporary  release  was  later  prolonged,  and  in  1919  there 
was  added  to  it  a prohibition  of  all  gold  exports.  These  provisions 
are  still  in  force,  as  the  Icelandic  krona  still  remains  below  par. 

After  the  outbreak  of  the  War,  when  more  currency  was  demanded 
because  of  the  rise  in  prices,  permission  was  given  by  a provisional 
act,  ])assed  on  November  30,  1914,  to  increase  the  issue  of  notes  be- 
yond the  fixed  maximum  limit  by  an  amount  not  exceeding  kr.  500,- 
000,  on  certain  conditions.  Later,  permission  was  given  for  further 
issues  of  notes.  Then,  in  1916,  the  maximum  limit  was  abolished  and 
the  Government  was  authorized  to  allow  any  increase  called  for  by 
the  general  demand ; and,  all  through  the  War  it  continued.  But  the 
increase  in  note  circulation  was  not,  however,  as  great  as  the  increase 
in  prices.  Rising  from  kr.  2,400,000  at  the  close  of  1913  the  total 
(inclusive  of  the  kr.  750,000  for  the  Treasury)  reached  kr.  7,100,- 
000  at  the  end  of  1918.  But  after  the  War,  or  in  1919,  the  amount  of 
issue  expanded  greatly,  and  at  the  end  of  the  year  reached  kr.  9,400,- 
000 ; with  that  too,  it  had  overtaken  the  rise  in  prices.  But  after  1920, 
it  again  began  to  grow  less. 

During  the  War  both  bank  statements  showed  very  high  profits. 
This  was  especially  true  of  the  Bank  of  Iceland.  It  developed,  how- 
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ever,  tliat  these  great  bank  profits  were  not  real,  that,  in  the  final 
years  of  the  War,  much  of  the  trade  of  the  country  was  being  carried 
on  at  a loss ; and  that  in  the  end  the  hanks  would  have  to  suffer  from 
it.  As  the  Bank  of  Iceland  was  the  one  most  deeply  committed,  both 
through  commerce  and  the  fisheries,  it  was  the  first  to  react.  In  1920 
it  experienced  considerable  difficulty  in  transferring  monev  to  other 
countries,  as  its  bank  connection  in  Denmark  failed  it  when  it  came 
to  granting  credits.  It  was,  indeed,  generally  agreed  that  it  would  he 
to  the  interest  of  the  country  to  tide  the  bank  over  its  troubles,  hut  as 
there  was  great  hostility  to  it,  and  it  was  pointed  out  that  this 
bank  enjoyed  the  right  of  note  issue,  the  stock  of  which  was  chiefly 
held  by  foreign  hands,  the  occasioti  was  used  to  make  it  surrender  this 
right  before  the  date  of  its  expiry.  In  1921  the  Government  made  a 
loan  of  £500,000  in  England,  more  than  half  of  which  was  left  in 
the  Bank  of  Iceland  while  the  remainder  was  divided  between  the 
National  Bank  and  the  Treasury.  With  regard  to  the  issue  of  notes 
it  was  decided  that  the  notes  of  the  Bank  of  Iceland  were  to  be  retired 
according  to  a certain  yearW  ratio,  until  the  privilege  expired,  in 
1903.  In  1924  the  Government  began  to  issue  notes  through  the  Na- 
tional Bank  to  take  the  place  of  those  retired  by  the  Bank  of  Iceland ; 
and  at  the  close  of  the  year  the  total  circulation  of  notes  amounted  to 
kr.  9,000,000.  During  the  last  half  of  1925  the  issue  of  state  notes 
was  further  increased,  and  at  the  year  end  the  total  of  notes  was  kr. 
9,500,000.  But  in  1926  there  was  such  a reduction  that  the  total  at 
the  end  of  1926  amounted  onl}’  to  kr.  7,300,000. 

A final  settlement  of  the  question  of  the  note  issue  was  at  length 
arrived  at  in  1927.  By  Act  of  May  31,  1927,  it  was  provided  that 
until  the  expiration  of  the  concession  of  the  Bank  of  Iceland,  its  right 
of  issue  was,  step  by  step,  as  it  was  surrendered,  to  be  taken  over  by 
the  National  Bank,  and  in  the  end  the  National  Bank  was  to  become 
the  oidy  hank  of  issue  in  Iceland. 

In  sj)ite  of  the  fact  that  Iceland  constituted  a distinct  economic 
unit  by  reason  of  its  autonomous  financial  legislation,  all  through  the 
^Var  and  for  some  time  after  it,  the  Icelandic  krona  was,  officially, 
held  to  he  equal  in  value  to  the  Danish  krone,  and  it  followed  all  its 
fluctuations.  During  the  first  years  of  the  War,  it  fell  below  par  as 
compared  with  gold  (or  the  dollar)  hut  after  that  it  remained  above 
par  till  the  end  of  1918,  when  it  began  to  fall  heavily  until  it 
reached  its  lowest  point  in  the  autumn  of  1920.  It  had  then  lost  half 
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its  value.  It  was  not  indeed  realized  that  there  was  an  independent 
Icelandic  ki’ona.  No  Icelandic  money  had  been  coined;  and  Danish 
currency  was  used  and  in  free  circulation  in  the  country.  In  general 
opinion  the  Danish  krone  was  the  standard  in  the  country  consider- 
ing that  Denmark’s  currency  was  in  use. 

During  the  War  it  was  not  difficult  to  maintain  the  parity  between 
Danish  kroner  and  Icelandic  kronur.  But  after  the  end  of  the  War 
circumstances  altered.  It  Avas  felt  that  the  time  had  come  for  the 
carrying  out  of  business  developments,  and  the  building  of  new  busi- 
ness plants  that  had  had  to  wait  during  the  War.  In  1919  the  prices 
of  export  goods  rose  and  exports  were  very  large.  But  much  was  sent 
on  consignment,  and  as  the  demand  for  Icelandic  products  declined 
large  cpiantities  lay  unsold  at  points  abroad,  at  the  end  of  the  year. 
This  condition  was  a source  of  much  trouble  for  the  Bank  of  Iceland, 
which  had  largely  been  financing  the  export  trade ; and,  at  the  same 
time,  the  demand  for  foreign  money  was  very  great  because  of  an  ex- 
pansion of  the  fishing  fleet  that  had  been  planned.  In  the  course  of 
1920  it  became  very  difficult  for  the  banks  to  satisfy  this  demand.  It 
is  true  that  the  Danish  krone  continued  its  decline,  but  the  conse- 
cpient  rise  in  foreign  exchanges  was  not  sufficient  to  check  the  demand 
for  foreign  money,  that  is,  a demand  chiefly  for  Danish  currency.  It 
was,  therefore,  necessary  either  to  put  the  price  of  the  Icelandic 
krona  below  that  of  the  Danish,  or  to  ration  foreign  currency.  Since 
it  was  held  to  he  merely  a cpiestion  of  temporary  difficulties,  which  it 
was  important  for  the  banks  to  overcome,  the  latter  alternative  was 
chosen.  Eurthermore,  ])eople  objected  to  any  thought  that  Iceland’s 
currency,  which  had  always  been  as  good  as  Denmark’s  had  become 
inferior  to  it. 

To  make  a rationing  of  currency  possible  a board  was  established 
under  an  act  of  IMarch  8,  1920,  to  which  all  importers  had  to  apply 
to  obtain  import  licenses.  Without  them  no  importing  could  take 
place.  Shortly  afterwards,  the  authority  of  the  board  was  extended 
to  cover  all  money  transactions  with  other  countries.  Exporters  were 
to  furnish  the  hoard  with  details  as  to  the  use  made  of  the  foreign 
money  obtained  in  jiayment  for  exports.  All  sales  of  foreign  rnonev 
through  the  banks  came  under  the  control  of  the  board,  as  also  money 
sent  to  other  countries  by  post.  The  board  was  entitled  to  intervene 
and  stop  any  remittances  abroad  or  any  sales  of  foreign  currency 
which  it  might  feel  to  be  unnecessary. 
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In  s])ite  of  these  measures  the  situation  grew  worse  instead  of 
better.  In  tlie  course  of  1920  the  number  of  sliips  ])urchased  by 
Iceland  was  very  much  larger  than  ever  before,  the  trawler  fleet 
being  more  than  doubled,  which  greatly  increased  the  demand  for 
foreign  currency.  Resides,  several  canceled  orders  for  ships  had  in- 
volved considerable  losses.  Apart  from  ships,  imports  decreased  some- 
what in  quantity.  Rut  while  the  prices  of  import  articles  rose  to  great 
heights  the  jirices  of  exports  were  declining.  Compared  to  1913-1914, 
import  jirices  in  1920  were  averaged  four  and  a half  times  higher, 
while  ex])ort  ])rices  were  only  two  and  a half  times  as  great.  This 
anomaly,  connected  with  the  extraordinarily  large  purchases  of 
ships,  caused  an  enormous  deficit  in  the  balance  of  trade. 

During  1920  the  parity  of  Icelandic  and  Danish  money  was  main- 
tained, hut  with  the  result  that  the  debts  of  the  banks  to  foreign 
correspondents  greatly  increased.  On  account  of  the  rationing  of  for- 
eign money  a large  unsatisfied  demand  for  the  latter  had  accumu- 
lated ; and  it  had  become  urgent,  as  Icelandic  firms  still  had  large 
hills  to  meet,  or  the  amounts  due  had  been  paid  into  the  banks  in 
Icelandic  currency  to  the  account  of  foreign  creditors.  The  restric- 
tions aj)])lying  to  the  transfer  in  foreign  money  of  the  amounts  due 
made  foreign  creditors  still  more  nervous  and  more  anxious  to  get 
their  hills  exchanged  for  foreign  currency  even  though  an  agio 
against  Danish  kroner  had  to  he  paid.  Rut  that  was  considered  quite 
inadmissible,  and  both  the  hanks  and  post  office  were  forbidden  to 
charge  any  such  agio.  Rut  it  was  im])ossible  for  these  measures  to 
kee])  Icelandic  money  from  falling  to  a lower  value  than  the  Danish. 
'^The  latter,  indeed,  was  sold  by  the  hanks  at  par  all  through  1921 ; 
but  the  hanks  limited  the  sales  to  the  smallest  possible  amounts;  and, 
accordingly,  many  money  transactions  took  place  outside  the  hanks 
and  at  higher  ])rices. 

W1  len  it  nrew  clear  that  difficulties  had  not  been  overcome  bv  ra- 
tioning  foreign  money,  hut  rather  increased,  it  was  resolved  that  the 
state  should  raise  a loan  abroad.  In  August,  1921,  such  a loan,  to  the 
amount  of  f5()0,000  was  raised  in  liondon.  Though  the  loan  was  a 
great  relief  to  the  hanks  it  nevertheless  proved  inq>ossihle  to  keep  the 
Icelandic  krona  at  ]>ar  with  the  Danish.  At  the  end  of  1921  the  ster- 
ling rate  in  Reykjavik  was  from  26'  to  27  kronur;  whereas  it  was 
20.90  for  Danish  kroner.  'I'lie  nominal  ])arity  between  Icelandic  and 
Danish  money  had  now  evidently  become  (juite  untenable;  and  it  was 
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finally  abandoned  when  the  pi’ohibition  on  the  charging  of  an  agio 
for  the  sale  of  Danish  kroner  was  abolished  at  the  heo'innina;  of 
Rationing  was  also  abandoned,  and  in  June  tlie  hanks  began 
to  give  out  daily  quotations  for  sterling,  dollars,  and  the  moneys  of 
the  Scandinavian  countries. 

At  first  there  was  a plan  slowly  to  increase  the  value  of  the  krona 
by  a gradual  lowering  of  the  sterling  rate.  ^Vnd  in  the  course  of  the 
summer  of  19^22  this  did  take  place  when  sterling  little  by  little  was 
forced  down  to  (corres])onding  to  a gold  value  for  the  krona 

of  from  ()()  to  67  ])cr  cent  of  its  former  value)  at  which  point  it  re- 
mained for  three  months.  Rut  this  rate  ap])earcd  to  be  too  low,  and  in 
December  the  sterling  rate  had  again  to  be  raised.  It  rose  the  next 
year  until  on  INIarch  19t2J,  it  reached  its  highest  point  33.95 
which  corresponded  for  the  Icelandic  krona  to  a gold  value  of  about 
4)7  ])er  cent  of  par. 

In  general  o})inion  its  depreciation  was  a calamity,  and  every- 
thing possible  ought  to  be  done  to  raise  its  value  again.  Recourse  was 
now  had  to  most  of  the  remedies  tried  or  proposed  elsewhere  under 
similar  circumstances,  such  as  sterling  loans,  restrictions  on  imports, 
additional  duties,  and  reduction  of  the  national  expenses.  In  March, 
1924),  the  tide  at  length  turned  and  again  the  krona  began  to  rise. 
Perhaps  the  measures  taken  by  the  public  contributed  somewhat. 
Rut  the  chief  reason  was  no  doubt  the  extraordinary  improvement  in 
the  state  of  the  market  that  had  now  set  in.  The  price  of  exports  had 
risen  greatly.  Fishing  was  unusually  good.  And,  accordingly,  ex- 
ports were  also  greater  in  quantity  than  ever  before.  The  result  was 
a favorable  trade  balance  that  was  exceedingly  large.  It  amounted 
to  kr.  22,5()(),()00.  Rank  debts  due  to  foreign  correspondents  that  at 
the  beginning  of  the  year  had  amounted  to  kr.  22,500,()()()  were 
wholly  wi[)ed  out  by  the  close  of  the  year,  and  the  bank  balances  then 
showed,  instead,  assets  abroad  totaling  kr.  3,300,000.  Sterling  had 
fallen  to  28  in  terms  of  kronur.  Rut  since,  at  the  same  time,  sterling 
itself  had  ri,sen,  the  gold  value  of  the  krona  had,  in  the  cour.se  of  nine 
months,  risen  from  47  ])er  cent  to  63  ])er  cent  or  by  over  a third.  The 
increase  would  have  been  still  greater  if  attenq)ts  had  not  been  made 
to  check  it  by  increasing  the  note  circulation. 

'I'he  effects  of  the  good  market  conditions  in  1924  also  lasted  into 
the  following  year,  which,  though  not  nearly  as  favorable  as  the  one 
before,  was,  none  the  less,  excellent  with  ample  production  and  good 
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prices  for  exports.  There  was,  accordingly,  a favorable  balance  of 
trade  that  was  large,  tbougb  scarcely  half  as  great  as  that  of  the  pre- 
ceding year.  During  the  first  six  months  of  1924  sterling  fell  slowly ; 
but,  in  tlie  autumn,  a very  violent  decline  again  took  place,  which, 
at  the  end  of  October,  stopped  at  22.15 — a rate  that  has  successfully 
been  maintained  ever  since.  This  meant  that  the  krona  had  reached 
811/2  per  cent  of  its  gold  value.  It  had  thus,  in  nine  months,  risen  by 
about  30  per  cent,  that  is,  by  virtually  75  per  cent  in  eighteen 
months.  It  was  inevitable  that  the  drawbacks  linked  with  such  an 
increase  in  the  value  of  the  country’s  monetarv  unit  should  be  se- 
verely felt  by  Iceland’s  business  men,  the  more  so  as  the  favorable 
market  was  now  giving  place  to  a very  bad  state  of  affairs,  with  low 
prices  for  the  most  important  export  commodities.  At  the  same  time 
j)roduction  costs  were  high ; for  though  the  krona  was  rapidly  rising, 
the  fall  in  domestic  prices  had  been  slow — only  13  per  cent  on  an 
average  while  the  krona  had  made  its  75  per  cent  increase.  Since  then 
the  price  level  has  steadily,  though  very  slowly  declined ; and  it  is 
doubtful  whether  as  yet  (in  1927)  it  has  adjusted  itself  to  the  gold 
value  of  the  krona. 

Until  1924  it  was  generally  agreed  that  not  onlj'  ought  a further 
decline  of  the  krona  to  be  prevented,  but  an  effort  should  be  made  to 
raise  its  value.  But  to  many  the  violent  rise  in  1924  caused  too  much 
suffering.  In  the  Althing,  in  1925,  it  was  urged  that  the  appreciation 
of  the  krona  ought  to  take  place  slowly ; but  the  rise  in  the  autumn  of 
1925  nevertheless  became  more  rapid  and  violent  than  ever.  Among 
the  industrial  classes,  who  were  hard  hit  by  it,  it  caused  much  rancor, 
and  in  the  Althing  in  1926,  a motion  was  made  calling  for  measures 
for  a definite  reduction  of  the  krona’s  gold  value.  While  this  motion 
was  not  ])assed,  it  was  the  ruling  opinion  that  its  value  must  at  least 
be  kept  from  going  any  higher,  and  it  has  been  kept  at  the  point  in 
(juestion  ever  since,  lint  the  problem  of  the  final  solution  of  Iceland’s 
exchange  problem  is  still  unsettled. 


CHAPTER  VI 


STATE  AND  MUNICIPAL  FINANCES 

In  years  before  the  War,  state  expenditures  were  steadily  increas- 
ing, and  in  1913  they  had  amounted  to  more  than  kr.  2,000,000. 
During  the  first  years  of  the  War  the  increase  became  more  rapid 
because  of  increases  in  prices  and  the  course  of  events,  so  that  the 
total  expenditures  were  upward  of  kr.  3,000,000  in  1916.  Put  the 
revenues  more  than  ke})t  pace.  After  1916  an  extraordinary  disloca- 
tion in  the  state  finances  took  place.  Expenditures  rose  at  a furious 
rate,  and  reached  kr.  12,100,000  in  1920,  i.e.,  four  times  the  total 
for  1916.  The  reason  for  this  enormous  increase  was,  in  addition  to 
the  general  rise  in  prices,  certain  measures  taken  on  account  of  the 
high  cost  of  living,  the  carrying  out  of  various  public  works,  etc.  In 
every  year  from  1917  to  1923,  inclusive,  with  the  exception  of  1919, 
there  was  a deficit  on  the  national  budget  of  from  kr.  2,0()0,00()  to 
kr.  2,500,000.  It  was  of  no  avail  to  pass  a whole  series  of  tax  bills — 
some  of  them  to  introduce  new  taxes,  and  some  to  increase  those  al- 
ready existing.  The  bad  state  of  trade  neutralized  their  effects. 

In  the  Althing,  in  1921,  great  efforts  were  made  to  balance  the 
budget  by  raising  the  existing  customs  duties  and  by  introducing  new 
ones.  Put  at  this  time  better  conditions  set  in,  and  for  that  reason  re- 
turns from  the  customs  duties  had  Ijeen  growing.  The  result  was  a 
surplus  of  upward  of  kr.  l,50(),0l)0.  The  effect  on  the  state  income  of 
the  good  market  conditions  was  not  really  felt  till  1925  when  the  reve- 
nues rose  to  kr.  16,00(),0()0,  while  expenditures  were  scarcely  kr. 
11, ()()(),()()().  That  is,  there  was  a surplus  of  kr.  5,000,000.  In  1926, 
however,  the  revenues  and  the  expenditures  just  balanced,  witli  kr. 
1 2,500,000,  respectively. 

In  1917  the  State  went  into  business  in  earnest.  While  at  the  end 
of  the  three  preceding  years  of  activity,  it  had  only  kr.  600,000  in- 
vested in  the  Government  Stores,  it  invested  kr.  8,500,000  in  them 
during  the  years  1917-1918.  Eurtherniore,  ships  were  purchased,  at 
a cost  of  kr.  3,500,000.  To  meet  these  amounts,  as  well  as  the  deficit 
in  the  budget,  loans  were  raised.  The  national  debt,  therefore,  in- 
creased enormously,  from  scarcely  kr.  3,000,000  at  the  end  of  1916 
to  about  kr.  20,000,000  at  the  end  of  1918;  and  at  the  close  of  1923 
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it  still  amounted  to  kr.  18,000,000.  That  it  was  not  higher  consider- 
ing the  large  annual  deficit  during  this  period  was  due  to  the  fact 
that  capital  was  at  the  same  time  withdrawn  from  the  Government 
Stores,  and  by  it  the  deficit  was  met  in  part.  Rut  when  at  length  good 
years  came,  in  1924*  and  1925,  almost  all  the  surplus  was  used  to 
reduce  the  national  debt,  which,  in  these  two  years  droj)ped  by  more 
than  kr.  6,000,000,  and  amounted  to  kr.  11,700,000  at  the  end  of 
1925. 

The  national  debt  remains,  indeed,  many  times  greater  than  it  was 
hefoi-e  the  War.  Ifut  at  that  time  it  was  very  small ; and  the  assets  of 
the  State  have  simultaneously  increased,  and  even  more  rapidly. 
'I'liey  are  now  more  than  kr.  30,000,000  or  more  than  2Vi>  times  the 
amount  of  the  national  debt. 

9'he  finances  of  the  municipalities  have  undergone  a similar  devel- 
opment since  the  beginning  of  the  War.  While  the  total  expenses  of 
the  munici])alities  in  1914  amounted  to  less  than  kr.  1,500,000,  they 
had  in  1925  grown  to  kr.  5,800,000.  Municipal  debts  have  also  in- 
creased enormously.  In  1910  the  total  was  kr.  1,900,000.  Rut  in  1925 
it  had  gi'own  to  kr.  10,200,000.  In  this  case  too,  however,  it  is  true 
that  the  indebtedness  was  largely  incurred  for  productive  purposes. 
Increased  ])uhlic  activities  are  brought  about  not  only  at  the  expense 
of  future  generations,  by  an  increase  in  the  debt,  but  the  present 
generation  has  als(i  to  shoulder  its  share  in  the  shape  of  increased 
taxation.  'Thus,  a tax  total,  in  1914  of  kr.  27  per  individual  had,  in 
1925,  become  kr.  158. 


CHAPTER  VII 

AGRICULTURE  AND  FISHERIES 


The  War  meant  a great  increase  in  prices  in  the  case  of  all  the  most 
important  agricultural  ex])orts.  It  was  not  felt  so  much  or  at  once,  in 
the  autumn  of  1911) ; hut  it  was  felt  all  the  more  in  1915.  Espe- 
cially high  were  the  prices  of  wool.  They  were  from  two  to  three  times 
what  they  had  been  in  the  previous  year.  And  meat  prices  were  like- 
wise very  good.  Since  the  weather  was  unusually  favorable,  it  was, 
on  the  whole,  an  excellent  year  for  agriculture.  The  year  1916  was 
also  a good  year.  Rut  a decline  had  begun.  The  price  of  wool  was 
lower  than  the  preceding  year,  and  the  prices  of  other  products  of 
agricidture  not  very  much  higher ; while  on  the  other  hand  prices  of 
all  imports  were  much  higher,  and  wages  were  increasing. 

The  dis])arity  between  the  j)rices  of  export  and  import  commodi- 
ties needed  or  produced  by  agriculture  became  still  more  glaring  dur- 
ing the  last  years  of  the  War  ( 1 917-1918) . On  the  whole,  things  were 
very  difHcult  for  the  farmer,  not  only  for  the  above  reason  but  also 
because  of  weather  conditions  that  were  now  unfavorable.  The  year 
1918  was  es])ecially  had  in  that  respect,  the  winter  being  unusually 
long  and  severe,  with  lower  tem])eratures  than  had  been  known  for 
years.  Add  to  that,  in  the  summer,  a very  bad  crop  failure,  and 
finally,  a volcanic  eruption  in  the  autumn,  the  shower  of  ashes  from 
which  covered  almost  the  entire  country. 

During  1919  and  1920  the  weather  was  also  very  had  for  agricul- 
ture. The  winter  1920  was  particularly  long  and  severe.  The  trend  of 
prices  was  still  unfavorable,  as  increases  in  the  prices  of  exports  were 
always  less  on  an  average  than  increases  in  import  prices.  Still  this 
difference  was  not  so  great  in  1919,  during  which  year  exj)ort  prices 
reached  their  maximum.  Rut  in  1920  they  started  to  fall  again, 
while  import  prices,  during  the  same  j)eriod,  continually  rose. 

'The  fall  in  the  prices  of  the  exported  products  of  agriculture  dur- 
ing following  years  continued  to  weigh  on  it.  In  1922  the  lowest 
level  was  reached;  hut  in  1928  things  looked  somewhat  better.  '^I'he 
years  1921  and  1925  were  on  the  whole  quite  good,  with  high  prices. 
Still  the  rapid  rise  of  the  krona  in  1921,  and  especially  in  1925, 
meant  some  difficulties  for  agriculture. 
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In  the  fisheries,  the  outbreak  of  the  War  was  a highly  disturbing 
factor.  Poor  communications  with  other  countries  made  it  difficult  to 
supply  the  fishing  fleet,  at  a date  sufficiently  early,  with  its  necessities, 
that  is,  with  tackle,  coal,  gasoline,  barrels,  packing  materials,  etc. 
And,  besides,  the  prices  of  all  these  things  were  increasing  greatly, 
liut  on  the  other  hand  the  increases  in  the  prices  commanded  by  fish 
products  were  still  greater,  and  the  catch  was  good,  so  that  profits 
during  the  first  years  of  the  War  (1915-1916)  were  very  high,  the 
trawler  companies  paid  good  dividends,  and  in  addition  they  were 
able  to  put  large  amounts  aside.  The  herring  fisheries  also  yielded 
large  jirofits  during  the  same  years.  The  quantity  of  Iceland  herring 
taken  in  1915  doubled,  and  doubled  again  in  1916,  a fact  due  in  part 
to  the  fish  being  more  plentiful,  and  in  part  to  the  increased  number 
of  fishing  boats.  Moreover,  the  increase  in  1915  in  the  price  of  her- 
ring was  particularly  great. 

The  prosperity  of  the  fisheries  led  to  the  formation  of  many  new 
companies,  and  those  already  in  existence  sought  to  extend  their  ac- 
tivities. Rut  it  was  very  difficult  to  procure  ships  from  abroad,  and 
the  trawler  fleet  could  not  be  added  to  during  the  war  years.  How- 
ever, a great  number  of  motor  boats  were  obtained.  From  23  in 
1911  their  number  rose  to  117  in  1917,  though  after  that  time  there 
was  a jiause  in  such  an  expansion. 

In  1917  bad  times  came.  The  difficulty  of  procuring  supplies  in- 
creased still  more,  and  many  motor  boats  were  even  obliged  to  stop 
fishing  for  a time  owing  to  the  lack  of  ])etroleum.  Working  expenses 
increased  at  a rate  hitherto  unknown.  The  prices  of  fish  products,  as 
fixed  in  advance  by  an  agreement  with  Great  Britain,  were,  indeed, 
higher  than  those  of  previous  years,  but  not  proportionately  to  the 
increase  in  ex])cnses.  Moreover,  the  catch  of  cod  was  much  smaller 
than  that  of  the  ])revious  year,  and  results  in  the  herring  fisheries 
were  still  worse.  When,  therefore,  the  French  offered  to  buy  Ice- 
landic trawlers  at  |)rices  much  higher  than  their  first  cost,  ten,  or 
half  of  the  country’s  fleet  were  sold;  they  brought  kr.  1,500, 000. 

In  1918  much  less  fishing  was  done;  but  in  1919  the  trawler  fleet 
was  once  more  increased.  The  increase  in  1919  was,  indeed,  not  very 
large,  but  sevei-al  new  fishing  companies  were  started;  orders  were 
])laced  botli  in  England  and  Germany  for  the  building  of  additional 
trawlers ; and  impiiries  were  made  looking  to  the  purchase  of  old 
boats.  Rut  the  latter  were  most  difficult  to  get,  with  ])rices  very  high 
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and  on  the  increase.  I'ishing  was  good  in  the  case  both  of  cod  and  her- 
ring. Rut  the  sale  of  the  year’s  catch  dragged;  and  at  the  end  of  the 
year  a large  quantity  remained  unsold.  As  prices  were  falling,  losses 
were  very  heavy.  When,  in  19120,  there  was  a great  expansion  of  the 
trawler  fleet,  the  fisheries  were  on  a had  economic  basis.  Prices  were 
still  falling  seriously,  while  working  expenses  were  increasing,  and 
the  boats  ])urchased  had  been  bought  at  exorbitant  figures.  A few 
succeeded  in  canceling  the  purchase  contracts  by  accepting  a loss. 
Rut  the  trawler  fleet  had,  nevertheless,  been  more  than  doubled  in  a 
year.  It  increased  from  thirteen  in  1919  to  twenty-eight  in  1920.  As 
was  to  he  expected,  the  result  was  very  bad. 

The  following  }’ears  were  also  hard  ones  for  the  fisheries,  in  spite 
of  the  fact  that  the  catch  was  increasing.  F’ish  prices  continued  their 
fall,  while  expenses  remained  high,  and  only  with  difficulty  could 
they  he  reduced.  Rut  in  1924<  there  was  a change,  as  fishing  was  un- 
usually good,  and,  at  the  same  time,  there  had  been  a marked  rise  in 
fish  prices  in  foreign  markets.  Fishing,  therefore,  yielded  exceed- 
ingly  good  ])rofits  on  the  whole,  in  spite  of  the  great  current  rise  in 
the  value  of  the  Icelandic  krona.  Profits,  however,  were  not,  wholly, 
applied  to  consolidating  the  trade.  Indeed,  the  result  had  been  new 
and  great  enlargements  of  the  fleet.  The  good  business  position  of  the 
fisheries  was,  therefore,  somewhat  shaken  even  in  1925,  for  in  that 
year  prices  fell  considerably.  As  the  fall  continued  in  1926  things 
were  made  much  worse.  Then,  in  1927,  the  catch  was  large,  fish  prices 
rose,  and  conditions  were  good  once  more. 
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Abbreviations  used  in  this  Inciex  are  as  follows: 


D Denmark 
I Iceland 
N Norwaj' 

Act  of  Union,  I:5G3-5()t 
Acts  of  Parliament,  D:  Dec.  20,  191.5, 
4.58;  Dec.  22,  1915,  457;  April  5,  191(i, 
443;  April  17,  19K),  4(il ; May  12,  191(i, 
44G,  4.55,  45G;  .Tune  9,  191G,  4.58;  .July 
3,  191G,  4.58;  August  19,  191G,  4,58;  N: 
April  15,  191G,  4G1 ; S:  Feb.  8,  191G, 
4G1 

Admiralty  Orders,  Ger.:  Feb.  4,  1915, 
302;  Gr.  Hr.:  Nov.  2,  1914,  301 
Adverse  agio,  D:4G0;  1:580,  581 
After-war  boom,  S:241 
Age  distribution,  S:37 
Agreements,  ])oliey  of  embargo,  D,  N, 
and  S:194,  195,  197,  216.  See  also 
Commercial  agreements 
Agrieidture,  D:  423,  428,  444,  4-52,  478, 
490-492,  539-542;  I:5G1,  56.3,  585;  N: 
314-315,  361-36.5,  40-4-.105;  S:36,  38 
Angaria,  right  of,  N : 351 
Armistice,  effects  of,  S:  116-118 
Association,  Banker.s’,  S:2.35,  248,  256; 

Pyrites  Flxporters’,  N : 336,  339,  342 
Assurance  clause,  N : 338,  340,  343 

Balance  of  trade,  D:  458— 459,  501-502, 
52-1-526,  556-557 

Banking  and  Finance,  Advances  made  by 
banks,  D:  550-5.52,  553;  agreements, 
banks  of  N and  1):, 30-31;  of  S and 
Ger.:  185;  of  I),  N,  and  S:461;  bank 
rate,  N : 284,  285,  395,  396 ; S : 253,  257, 
262;  banking  credit,  S:  185,  235;  credit 
agreements,  D with  Ger.:  469;  credit 
halance,  international,  D:  43.5-4.38,  ,524; 
credit  claims,  S:232;  credits,  S:32; 
credits,  expansion  of,  D:  459—462,  502- 
.503,  .529-.530;  credits,  foreign,  S:  159- 
161,  162,  17.5,  179-181,  183,  184,  205- 
211;  deflation,  -S:  29-35;  discount 
))olicy,  -S:147,  203-20,5,  209,  211,  216, 
241;  finances,  1):  4.58-464,  .522-533,  550- 
5,58,  .582-583;  foreign  assets,  S:  185- 
186,  206,  235,  256,  261,  262;  gold 
blockade,  N:394;  gold  embargo,  D 
and  N:195;  8:187-190,  190-191,  198- 


S Sweden 

Ger.  Germany 

Gr.  Br.  Great  Britain 

200,  210-212,  229-2.36;  gold  exchange 
standard,  8:  144;  gold  exports  prohibi- 
tion, N:291;  8:141;  gold  parity,  8: 
247,  250,  252,  256,  257,  262;  gold,  price 
of,  D:461;  gold  reserve,  D:  432— 433; 
8:138-139,  186,  188,  229-30,  244,  245, 
261,  262;  gold  standard,  D:  4(i0,  532; 
N:393,  395;  8:127,  13.8,  141,  158,  162, 
172,  255,  256,  259,  260-263,  265,  266; 
inflation,  N : 347,  361,  380,  396;  mone- 
tary i)oliey,  D:  4.58-464,  .500-504;  N: 
291,  39;T-394;  8:8-9,  20,  127-129,  142- 
150,  207,  229-230,  255,  266;  national 
hanks,  D:205,  285,  294,  4.32;  N:283, 
284,  291,  294;  8:9,  128,  1.35,  138-140, 
141,  14:3-150,  187,  198-200,  201-205, 
210,  235,  241,  255,  256-260,  285;  note 
issue  and  circulation,  D:  462— 463  ; 552- 
553;  1:577-578;  N:29.3,  296-297,  346, 
391,  392,  398;  8:  132-1.35,  1.37,  1.38-140, 
141,  147,  1.58,  175,  178,  18:3,  187,  201, 
204,  217,  220,  224,  227-229,  230-231, 
241,  242,  244— 2-45,  249;  private  banks, 
N:  346;  8 : 32-3-4,  136,  190,  232,  2.3.3,  2:35, 
256,  438;  savings,  N:.399;  8:23-24; 
securities,  8:26,  206,  207,  208;  shares 
and  bonds,  N:400;  sterling,  8:127, 
170,  172;  stock  and  bond  index,  D: 
557-558;  stock  exchanges,  D:  192,  431, 
500-501,  522-523;  N:  283,  399-400;  8: 
177-179,  192,  202,  204,  221,  238,  25  4; 
suspension  of  gold  payments,  D:285, 
432;  1:577;  N : 285,  291,  396;  8:189- 
191,  194,  461  ; tax  revenues,  D:549, 
550;  N:389;  Treasury  accounts,  N: 
:387-,388 

Beef  and  mutton,  D:  448,  5-42 
Beskow,  K.  ,T.,  Minister  of  Finance,  8: 
259 

Black  lists,  D:  44.3;  8:76,  11.3,  120 
Blockade,  N:301;  8:45;  buying  alter- 
native, N:  310-313;  Central  Powers  by 
Allies,  .8:62;  commercial,  N:305;  8: 
82-87;  8ubmarine,  by  Gr.  Br.,  .8:62 
Bomhoff,  Karl  Gether,  Mg.  Dir.  Norges 
Bank,  285 
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Bonus,  N : 390 

Branch  agreements,  see  Commercial 
agreements 

Bread,  D;  476,  511-512 
British  Prize  Court,  66-67;  Purchasing 
Agency,  376 
Budget,  N : 295 

Building,  gov.  assistance  in,  D:458,  498- 
500 

Bunker  coal,  D:454;  X:348;  contracts, 
S:83,  120 

Business,  character  of  war-time,  S:19- 
21;  dej)ression,  S:  253-256;  profits,  S: 
22-23 

Butter,  D:449,  482-483,  513-514,  542 
Camouflage,  K : 359 

Cajiital,  exports  of,  D:  195;  N:195;  S: 
38,  183-184,  195,  205,  207,  218-219, 
229,  2.59,  265;  imports  of,  D:  196;  X: 
196;  S:38,  186,  188,  199-200,  207,  211, 
218,  230,  260,  262,  266;  rationing  of,  S: 
234,  253;  Control  Board,  S:235 
Carriage,  see  Freights 
Carrying  trade,  D:  474-475;  S:55 
Cash  payments,  X : 292 
Cassel,  Gustav,  Professor,  S:  145,  187, 
199 

Cecil,  Lord  Robert,  Br.  Min.  of  Block- 
ade, 350 

Centrals,  X : 373,  384;  purchasing,  X: 
311 

Cession,  Danish  West  Indies  to  U.  S.,  D: 
5:5-1-536 

Cliain  transaction  ordinance,  D:494,  521 
Chaml)cr  of  Manufacturers,  D:430,  441 
Clieese,  1): -151,  483,  515 
Christiania,  Bourse,  X : 283 
Colonial  Produce,  D:  486-487 
CoiniH  Interallii  du  Comvierce  en 
tduide,  115 

Commercial  agreements,  D with  Austria- 
1 1.:  441-4-l‘2 ; witli  Ger.:441,  467,  474, 
506-507;  witli  Gr.  Br.  (coal):  488; 
(embargo):  419-420,  -428,  440,  441, 

505-506;  (sbi])]dng) : 467,  468,  507; 

(trade):  442,  -471,  505;  with  U.  S. 
(tonnage,  supi>lies,  ex])orts) : 471- 
474,  50.5-506;  I witli  Gr.  Br.:  568-569, 
586;  X with  Ger. : 329-332,  368,  371; 
(cop])er)  : 340,  344;  (tonnage)  : 357- 

358;  witli  Gr.  Br.  (branch) : 306,  318, 
354,  :562,  363,  36.5,  .366;  (coal):  3.58; 
(cojij.er) : 337-;i38,  367;  (fi.sh):310- 

311,  317-324,  till,  342,  367,  376,  380, 


397;  (tonnage) : 355-357 ; with  U.  S.: 
362,  370-371,  402;  S with  Allies:  60-61, 
68;  with  Assoc.  Powers  (tonnage): 
70,  81,  106,  109-116,  122-123,  221,  228; 
with  Ger.:  64-65,  107,  124;  with  Gr. 
Br.:84,  85,  96-97,  122 
Commercial  policy,  D:  464—475;  S:4-5, 
4.3-46,  47-50,  69,  100,  122 
Compensation  arrangements,  S:  17-24, 
112,  120,  124;  policy,  X : 300,  314,  344, 
356,  370-371 

Contraband,  D:414,  415,  418-419;  X: 
298 ; S : 45,  55-58,  82 ; absolute,  S : 45, 
82,  121;  conditional,  X:298;  S:45,  55- 
58,  82,  121 ; policy,  X : 299-300 
Convoy  system,  X : 358-360 
Copper  agreements,  see  Commercial 
agreements 

Corn  and  Flour  Exchange,  X : 283 
Credit,  see  Banking  and  Finance 
Currency,  X^:  291 ; Act,  D:461,  503;  fall 
in  value  of,  S:23,  27,  143-147,  148-149, 
172,  179,  200,  217,  237-238,  243,  247, 
250;  foreign,  X:  292-293;  rationing  of, 
I:  579-580;  redundant,  S:  177-179,  204; 
rise  in  value  of,  S:  170,  216 

Dawes  plan,  S : 202 
Debt,  national,  X : 390 
Declaration,  Jan.  31,  1917,  X : 357 ; Lon- 
don 1909,  D:  414,  415,  443;  X:298,  300; 
S:44,  47,  55,  57,  82,  121;  neutrality  of, 
D:  416-417;  of  X:369;  of  three  Xordic 
Powers:  290 

Dispensation  allowances,  X : 362 

Economic  policy,  X:290;  situation  after 
War,  D : 504-505 

Eden,  X.,  Prime  Minister  of  S:  4,  104 
Eggs,  D:  450 

Embargo  agreements,  see  Commercial 
agreements;  gold  embargo,  see  Bank- 
ing and  Finance;  embargo  policy  of 
America,  99 

Embargoes,  D:  418—119,  427,  428,  468, 
505-506 ; S : 5-8,  89 
Emergency  laws,  see  Laws 
Entente,  D,  X,  and  S:298;  X and  S:298 
Exchange  of  goods,  11:  469-471,  475;  S: 
151-162,  163-169 

Exchange,  rates  of,  D:  193,  196,  263,  431- 
435,  436,  437,  459,  502,  523-524,  627, 
554-556;  X:  193,  196,  263,  391,  392, 
406;  S:35,  37,  127,  148-150,  150-163, 
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163-169,  172-175,  212-214,  225,  256- 
259 

Export  Committee,  1 : 569 
Exports,  11:  427-128,  44-4-153,  468,  472, 
491,  493,  525,  540,  557;  1:567,  569;  N: 
307,  308,  329,  334,  401 ; S:  5,  25,  85,  103, 
110-112,  173-175,  212,  254;  duties,  S: 
214;  licenses,  1:568;  N:318,  332,  341; 
S:69;  prices,  S:222,  239;  j)rohibitions, 
D:424;  1:565;  N : 283,  291,  313,  323, 
332,  335,  337,  338,  341,  343,  362,  364,  367, 
368;  S:  47,  59-61,  69,  119,  141 
Extraordinary  Royal  Commission,  D: 
422,  434,  444 

Fat  Board,  N : 374,  375 
Federal  Reserve  Board,  S:235 
Fertilizers,  0:490-491 
Finance,  see  Banking  and  Finance 
Financial  Council,  S:229,  235 
Fish  agreements,  see  Commercial  agree- 
ments; fish  industry,  D:450,  485-486, 
516-517;  1:313,  561,  563,  570,  586-587; 
N:  307-309,  376-377,  392;  Fish  Mer- 
chants’ Association,  N : 317 
Fodders,  D:  446,  540-542 
Food  Commission,  N : 292,  313,  314,  372, 
374,  380,  388;  Ministry,  N:314,  372 
Foreign  F^xchange  Committee,  D:526- 
528;  Money  Act,  D:531;  Money  Con- 
ference, 11:528-529;  Money  Council, 
D:530 

Free  list,  S:  110 

Freights,  D:430,  455,  488-489,  508;  N: 
346,  347-348,  349,  355,  358,  381,  391, 
392,  400;  S:  152-154,  165,  180,  222,  225- 
229,  239,  252 

Fuel,  11:453-455,  487-490,  517-519; 

Board,  X:  372,  375 

General  Export  Association,  S:235 
Gold  Reserve,  see  Banking  and  Finance 
Government  expenditures  for  civilian 
pur))oses,  11:546-548;  stores,  1:570; 
grants,  11:  457,  494;  N:390 
Grain,  11:  423-426,  444-445,  476,  480-481, 
540-541;  N:  314-315;  Acts,  11:  422, 
477-480,  509-511;  plan,  11:444 

Ilammarskjold,  Ilj.,  Governor,  S:4,  9, 
51,  92-95 

Hansen,  Birger  Stuevold,  Food  Minister, 
N:367 

Hansen,  L.  H.,  Dir.  of  Shipping,  N:302 
Hcllner,  J.,  Minister  Foreign  Affairs, 
S:  104 


Hides  and  leather,  D:428,  449,  452,  484— 
485,  516,  543 

High  Cost  of  I.iving  Act,  11:457,  494, 
521-522 

Hjort,  Hr.  Johan,  Dir.  of  Fisheries,  N: 
310,  317,  318 

Hoover,  Herbert,  Food  Administrator, 
U.  S.,  N : 364 

I lorses,  D : 427 

Housing  Act,  11:496—497;  conditions,  D: 
457-458,  496-498 

Icelandic  Free  State,  561-564 

Ihlen,  Nils  Claus,  Min.  Foreign  Affairs, 
N:290,  297-298,  310,  323,  335,  339,  349, 
352,  365,  367 

Import  Committee,  1:569;  Regulation 
Board,  S:  115 

Imports,  D:422,  423-426,  444,  453,  468, 
487-490,  524-525,  557 ; 1 : 566,  569,  570- 
571;  N:  292-294,  299,  315,  329,  334,  341, 
316,  363,  365,  366,  371,  401;  S:43,  46, 
59-60,  65,  102-103,  104,  109-110,  116, 
254;  duties,  S:43,  46;  licenses,  I:  579; 
prices,  S:222,  239;  ])roliibitions,  N: 
341,  342,  3-43,  344,  345;  rationing  of, 
S:84,  120,  109,  118;  re-exportation  of, 
S:56,  59-60,  66,  69,  120;  restrictions, 
S:  65-67,  83-85,  86-88,  121,  239 

Industrial  Association,  S:235;  develop- 
ment, D:  429-430,  452-453,  492-49.3, 
519-520,  542-.543;  1:562;  N:  401-404; 
S:20,  29,  36,  38,  176,  201-202,  219 

Insurance,  marine,  N:  29.3-294,  353,  355, 
360;  S:54;  war,  D:  t22,  508 

Interest  certificate,  S:85 

Knudsen,  Gunnar,  Premier,  N : 313,  318, 
353 

Krigsforsikringen,  see  War  Insurance 
Board 

Law,  international,  D:  414— 416;  S:  4-4— 50, 
52-53,  62,  119-124 

Laws,  chartering,  N vessels,  N:354; 
com])uIsory  grain  growing,  N:379; 
continuous  voyage,  S : 46,  56,  82 ; ex- 
])ort  prohibition,  N:291;  insurance, 
N:294;  Krigsforsikringen  deficit,  N: 
353;  laying  up  of  ships,  N:356; 
Norges  Bank  royalty,  N:291;  price 
regulation,  N:380;  rent  regulation,  N: 
382;  restricting  gold  and  silver  cir- 
culation, N : 291 ; sale  of  vessels,  N : 
351;  suspending  gold  payments,  N: 
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281,  291;  tax  on  tonnage,  X:390;  war- 
time commerce,  S:  78-80,  83,  84 
Licenses,  N : 362,  365-366;  buying,  S:  14; 
transit,  S:71 

Liiulman,  A.,  Foreign  Minister,  S:95 
Liners,  N:350,  357  ' 

I-ive  stock,  N : 404—  405 
Lloyd  George  Ministry,  340 
Loans,  X : 293,  347;  S : 26,  32,  232,  233 
Lykke,  Ivan,  Min.  Foreign  Affairs,  X: 
281 

Marine  Insurance  Institution,  D:422 
Maritime  laws  of  war,  S:  55-58 
Meat  Bureau,  D:448;  tinned  goods  and 
lard,  D:  427,  543 

Merchant  Marine,  X:281,  293,  304,  347, 
349;  S:53 

Merchants’  Guild,  D:441 
Milk,  D:483,  514-515,  542 
Ministry  of  Finance,  X:388,  397;  of  In- 
dustrial Sup])lies,  X : 373,  388 
Mint,  Royal,  D:  197;  S:  140,  190 
Modus  I'wendi  arrangement,  S:  106 
Moll,  Victor,  Gov.  Rikshank,  S:  144 
Monetary  Commission,  S:240;  Conven- 
tion of  1917,  S:  198,  211;  (Policy,  see 
Banking  and  Finance)  ; Monetary 
Union,  D:461,  462;  .8:187-216 
Money,  change  in  value  of,  1:579-582; 
S:23,  27,  131,  143-147,  170-171,  172, 
179,  182,  200-201,  202-203,  216-217, 
228,  237-238,  243,  249-253 
Moratorium,  X : 285,  291,  296;  S:142, 
177,  178 

Mowinckel,  Job.  L»ulw.,  Committee  on 
War  Risks,  X:293,  352 

Xansen,  Dr.  Fridtjof,  Xansen  Commis- 
sion, X:363,  364,' 365,  367,  369,  377 
Xational  Assembly,  X:290,  295,  296,  352, 
36(i,  386-389 

Xegot iations,  I)  (general) : 533-534;  D 
with  Allies:  441;  with  Ger.:454,  466- 
467,  469;  with  Gr.  Br.:454,  465-466; 
with  IT.  S.:468;  X with  Ger.  (fish): 
328-329;  (commercial)  : 371 ; with  Gr. 
Br.:301;  (commercial)  : 362-363;  (cop- 
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